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THE    SMALL    BUSINESS    IMPACT    OF    PRESI- 
DENT  CLINTON'S  HEALTH  SECURITY  ACT 


WEDNESDAY  JANUARY  26,  1994 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  Over  the  next  several  months,  the  Congress 
will  be  deliberating  at  length  upon  an  issue  that  has  enormous  im- 
plications for  the  health  and  welfare  of  both  our  citizens  and  our 
economy,  health  care  reform. 

This  committee  expects  to  play  an  integral  role  in  that  effort, 
since  the  small  business  impact  of  President  Clinton's  Health  Secu- 
rity Act  and  alternative  approaches  must  be  one  of  the  focal  points 
of  the  debate. 

The  committee  is  delighted  to  have  with  us  this  morning  the  ad- 
ministrator of  the  U.S.  Small  Business  Administration,  Mr.  Er- 
skine  Bowles,  who  will  be  testifying  on  the  small  business  implica- 
tions of  President  Clinton's  reform  proposal. 

Large  segments  of  American  society  are  faring  poorly  under  our 
existing  health  care  structure.  However,  it  is  the  small  business 
community  that  has  been  dealt  the  severest  set  of  blows.  Small 
firms  pay  on  average  35  percent  more  than  large  companies  for 
similar  health  insurance  coverage. 

Health  care  costs  have  increased  for  small  businesses  at  a  rate 
of  20  to  50  percent  annually.  Small  businesses  are  at  the  mercy  of 
an  insurance  industry  that  routinely  discriminates  against  them 
through  occupational  redlining,  price  gouging,  preexisting  condition 
exclusions  and  the  like. 

Small  businesses  lack  the  bargaining  leverage  to  negotiate  with 
insurance  carriers,  are  drowning  in  a  bewildering  array  of  insur- 
ance forms  and  wind  up  spending  as  much  as  40  cents  of  eveiy 
health  insurance  dollar  on  administrative  costs. 

While  it  is  clear  to  all  of  us  sitting  here  today  that  reform  is  im- 
perative, disagreements  persist  over  the  type  and  degree  of  reform 
necessary  or  desirable.  Personally,  I  have  been,  and  continue  to  be, 
a  proponent  of  a  single  payer  health  care  system.  However,  I  have 
also  agreed  to  be  an  original  cosponsor  of  the  President's  Health 
Security  Act  for  many  reasons,  but  primarily  because  it  is  the 
President's  plan  and  therefore  stands  the  most  probable  chance  of 
being  the  primary  legislative  vehicle  to  advance  the  cause  of  health 
care  reform. 

(1) 


I  also  believe  the  Clinton  proposal  makes  a  significant  and  seri- 
ous effort  to  tackle  the  unique  health  care  problems  that  confront 
small  business.  The  President's  Health  Security  Act  would  increase 
the  purchasing  power  of  small  companies  by  pooling  them  into  re- 
gional health  alliances,  enable  small  firms  to  purchase  comprehen- 
sive coverage  instead  of  the  bare  bones  or  catastrophic  policies  they 
are  often  forced  to  select  from  today,  end  small  market  insurance 
abuses  through  such  reforms  as  open  enrollment  and  community 
rating,  control  the  future  rate  of  growth  of  health  care  costs,  pro- 
vide subsidies  to  small  businesses  who  would  otherwise  be  unable 
to  afford  coverage,  and  remove  the  administrative  burdens  from  the 
backs  of  small  businesses,  unleashing  the  business  community  to 
do  best  what  it  should  be  doing,  competing  in  the  marketplace  by 
producing  better  products  and  services  at  the  best  possible  price. 

There  are,  however,  still  important  issues  we  must  explore  re- 
garding the  precise  impact  of  the  President's  proposals. 

For  example,  what  percentage  of  small  businesses  who  currently 
provide  health  insurance  will  see  their  costs  fall  under  the  Clinton 
plan,  what  percentage  of  small  businesses  will  be  unable  to  afford 
health  insurance  even  with  the  subsidies  and  what  will  be  ^he  fate 
of  such  firms,  what  flexibility  is  built  into  the  employer  mandate 
for  those  small  businesses  who  face  bad  economic  times,  what  hap- 
pens to  small  businesses  who  rely  on  the  subsidy  once  the  cap  is 
reached,  what  is  the  overall  impact  of  the  President's  Health  Secu- 
rity Act  on  employment  and  new  business  start-ups,  will  the  Presi- 
dent's small  business  subsidy  program  deter  business  expansion  by 
encouraging  small  companies  to  keep  their  work  forces  below  75 
employees,  will  subsidizing  low-wage  businesses  encourage  low 
wages  as  well  as  penalize  high- wage  firms,  and  what  assurances 
can  the  administration  give  small  businesses  who  are  currentlv 
doing  an  adequate  job  containing  health  care  costs  that  they  will 
be  better  off  financially  in  a  regional  health  alliance. 

There  is  widespread  interest  in  the  President's  proposal  and  sub- 
stantial support  for  it.  However,  in  order  to  achieve  a  consensus  on 
so  important  and  complex  an  issue,  it  is  important  that  these  and 
other  pressing  concerns  be  addressed  adequately.  Mr.  Bowles,  your 
presence  here  today  gives  this  committee  its  first  opportunity  to 
achieve  a  more  sophisticated  understanding  of  the  impact  of  the 
President's  proposal  on  the  Nation's  small  businesses,  and  we 
again  welcome  you. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Before  we  hear  from  Mr.  Bowles,  however,  I  would  like  to  call 
upon  the  Ranking  Minority  Member,  Ms.  Meyers,  for  any  introduc- 
tory comments  she  wishes  to  make. 

Mrs.  Meyers.  Mr.  Chairman,  first  I  would  like  to  say  that  I  have 
an  introductory  remark  on  an  opening  statement  by  Mr.  Ramstad, 
Mr.  Zelifif,  and  I  would  like  to  introduce  those  into  the  record. 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

[Mr.  Zeliff  s  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Mr.  Chairman,  I  am  going  to  try  to  b  j  very  brief 
because  I  imagine  a  lot  of  people  will  want  to  have  something  to 
say  on  this.  We  have  got  a  lot  of  plans  before  us  in  health  care, 
and  I  think  all  of  them  provide  for  four  things.  They — or  most  of 
them — they  provide  for  a  basic  plan  of  benefits  that  would  allow  for 


a  great  deal  more  pooling,  that  would  allow  for  no  preexisting  con- 
dition exclusion,  and  that  would  allow  for  portability  of  the  plan 
from  job  to  job,  and  those  are  all  very  important,  especially  the 
pooling  because  I  think  that  would  bring  about  some  price  stability. 

The  second  thing  is  medical  malpractice  reform  which  I  think  is 
essential.  The  third  thing  is  uniform  simplified  billing,  and  those 
two  elements,  medical  malpractice  reform,  uniform  simplified  bill- 
ing, many  health  care  professionals  tell  us  that  those  two  things 
would  save  billions  of  dollars  annually  in  health  care,  and  finally, 
most  of  the  plans  provide  for  a  real  emphasis  on  wellness  and  pre- 
vention, and  those  are  all  very  important. 

I  think  the  President's  plan  has  all  those  to  a  greater  or  lesser 
degree  than  the  Republican  plan  in  the  House.  But  the  problem 
with  the  President's  plan  is  it  is  very  mandatory  and  it  requires 
that  all  businesses  provide  it,  that  they  pay  80  percent  of  it,  and 
that  the  estimate  is  that  this  may  cost  as  many  as  1  million  jobs 
in  this  country  and  possibly  up  to  3  million  jobs  in  this  country. 

It  is  extremely  bureaucratic  because  we  have  to  subsidize  those 
businesses  that  can't  afford  8  percent  of  payroll  and  it  is  enor- 
mously bureaucratic.  The  health  alliances  that  will  be  formed 
under  the  President's  plan  will  control  more  money  than  all  State 
budgets  combined.  They  will  have  virtual  life  and  death  control 
over  the  insurance  industry,  doctors,  hospitals,  nursing  homes, 
blood  banks,  anything  that  has  anything  remotely  to  do  with  the 
health  industry. 

Now,  I  am  deeply  concerned  about  anything  that  is  that  manda- 
tory bureaucratic  and  costly  and  especially  its  impact  on  small 
business.  There  is  a  plan  in  the  House,  H.R.  3080,  that  has  the 
same  four  elements  that  I  mentioned  initially,  but  it  goes  on  and 
it  has  health  care  IRA's  and  it  provides  for  a  system  of  clinics  that 
would  provide  universal  access,  but  not  universal  coverage,  and  I 
think  we  should  go  the  nonmandatory  way. 

The  Republican  bill  in  the  House  does  everything  with  no  man- 
dates at  all — well,  one  mandate.  If  you  are  a  health  insurance  com- 
pany, the  basic  plan  of  benefits  has  to  be  one  of  the  plans  you  offer. 
Not  the  only  one,  but  it  has  to  be  one  of  them.  I  think  that  for  the 
Nation's  economic  health,  this  is  a  much  better  way  to  go,  and  I 
hope  that  we  hear  some  things  this  morning  about  the  effect  of  the 
health  care  plan,  the  President's  health  care  plan  on  small  busi- 
ness, and  I  thank  you  very  much,  Mr.  Bowles,  for  being  here  today, 
and  Dr.  Thorpe. 

Chairman  LaFalce.  I  should  mention  that  Mr.  Bowles  is  accom- 
panied by  Dr.  Kenneth  Thorpe.  Dr.  Thorpe  is  the  Deputy  Assistant 
Secretary  for  Planning  and  Evaluation  of  the  Office  of  Health  Pol- 
icy, Department  of  Health  and  Human  Services. 

Now,  when  we  have  a  relatively  small  number  of  Members  in  at- 
tendance, we  sometimes  can  allow  Members  to  have  opening  state- 
ments at  a  hearing,  but  since  we  have  approximately  20  Members 
today,  I  am  fearful  that  we  would  not  have  a  hearing,  and  so  what 
I  am  going  to  do  is  ask  unanimous  consent  to  introduce  the  opening 
statements  of  Members  who  may  wish  to  submit  one  in  the  record 
at  this  point  in  time.  Without  objection,  so  ordered,  and  this  will 
permit  every  Member  to  have  more  time  in  the  question  and  an- 
swer period. 


[Mr.  Knollenberg's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  We  will  call  upon  Members  regardless  of 
where  they  are  sitting,  at  least  those  who  were  here  for  the  begin- 
ning of  the  testimony  in  their  order  of  seniority.  We  will  now  hear 
from  Mr.  Bowles. 

TESTIMONY  OF  ERSKINE  B.  BOWLES,  ADMINISTRATOR,  U.S. 
SMALL  BUSINESS  ADMINISTRATION,  ACCOMPANIED  BY  KEN- 
NETH THORPE,  DEPUTY  ASSISTANT  SECRETARY  FOR  PLAN- 
NING AND  EVALUATION,  OFFICE  OF  HEALTH  POLICY,  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Bowles.  Thank  you,  Mr.  Chairman,  Congresswoman  Mey- 
ers, and  members  of  the  committee.  As  you  said,  Mr.  Chairman,  I 
am  accompanied  by  Dr.  Ken  Thorpe,  who  is  Deputy  Assistant  Sec- 
retary for  Health  Policy  at  the  Department  of  Health  and  Human 
Services,  and  I  am  delighted  to  have  this  chance  to  come  before  you 
to  talk  about  health  care. 

Let  there  be  no  question  in  your  mind,  I  do  not  hold  myself  out 
to  be  an  expert  in  health  care  or  health  care  policy.  I  am  a  business 
person,  but  I  have  spent  an  enormous  number  of  hours  studying 
the  various  health  care  plans,  as  well  as  talking  to  any  number  of 
small  businesses,  and  I  would  like  to  talk  to  you  today,  if  I  could, 
from  that  viewpoint. 

I  would  also  like  to  ask,  Mr.  Chairman,  if  it  is  possible,  to  have 
my  remarks  submitted  in  their  entirety  in  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  Bowles.  Having  now  had  a  chance  to  have  eight  town  hall 
meetings  throughout  the  country  to  meet  with  over  2,500  small 
businesses  at  these  town  hall  meetings,  and  to  hear  their  concerns 
and  ideas  about  health  care,  I  am  thoroughly  convinced  that  there 
is  a  health  care  crisis  in  this  country. 

Let  me  start  with  the  big  picture  and  work  down  to  the  level 
where  I  am.  Let  me  work  down  to  the  small  business  level. 

Every  month  in  this  country  2  million  Americans  lose  their 
health  care  insurance.  Over  100,000  of  them  lose  it  forever.  During 
the  next  2  years,  one  in  four  people — not  you  all  sitting  there  in 
front  of  me,  but  those  behind  me,  one  in  four  people,  63  million 
people  in  this  country  will  be  without  health  care  for  some  period 
of  time. 

As  we  sit  here  today,  there  are  over  38.5  million  people  in  this 
country  who  do  not  have  health  care  insurance  and  there  are  an- 
other 22  million  who  are  underinsured  and  the  rising  cost  of  health 
care  is  literally  putting  America  in  an  almost  unbearable  disadvan- 
tage from  a  competitive  position. 

Let  me  just  give  you  some  numbers.  Today  in  this  country  we 
spend  14  percent  of  GDP  on  health  care.  The  nations  that  we  com- 
pete with  spend  more  than  8  to  9  percent.  When  I  talk  to  the  small 
businesses  that  I  visited  with  about  GDP,  I  can  quickly  see  their 
eyes  glaze  over,  and  so  I  talk  in  terms  that  I  am  used  to  talking 
about.  I  say,  just  think  for  a  minute,  think  about  your  own  busi- 
ness and  a  number  of  you  up  there  come  from  the  business  world. 
Think  about  your  own  business. 

If  you  had  on  your  income  statement  any  expense  item  that  ac- 
counted for  14  percent  of  revenues  and  you  looked  at  most  of  your 


competitors  and  saw  they  were  spending  8  to  9  percent,  you  would 
say,  whoa,  I  got  a  problem,  you  would  really  know  you  had  a  prob- 
lem if  you  looked  across  the  ledger  and  saw  that  you  were  spending 
14  percent  and  you  were  only  covering  85  percent  of  the  market- 
place and  all  your  competitors  were  spending  8  to  9  percent  and 
they  were  covering  100  percent  of  the  marketplace.  You  would  real- 
ly know  you  had  a  problem. 

Well,  we  have  a  problem  in  this  country,  and  if  we  don't  do  some- 
thing to  control  the  cost  of  health  care,  it  is  going  to  grow  to  17 
to  18  percent  of  GDP.  Every  time  health  care  costs  increase  by  an 
additional  1  percept  of  GDP,  it  is  like  a  $50  billion  tax  on  the  peo- 
ple of  this  country.  It  robs  this  country  of  $50  billion  worth  of  re- 
sources. That  is;  $50  bilHon  that  we  could  spend  for  education,  $50 
billion  that  we  could  spend  for  infrastructure,  $50  billion  that  we 
could  spend  to  fight  cl^me,  $50  billion  that  we  could  spend  for  defi- 
cit reduction. 

Yes,  I  believe  we  have  a  crisis  in  health  care  in  this  country  and 
I  think  when  you  relate  it  to  what  happens  to  the  small  business 
people  who  I  deal  with,  it  is  even  a  more  acute  crisis.  As  I  go 
around  the  country,  I  hear  exactly  what  Chairman  LaFalce  said. 
Small  businesses  are  experiencing  an  annual  increase  in  the  cost 
of  health  care  of  20  to  50  percent  a  year.  That  is  an  annual  in- 
crease, 20  to  50  percent  a  year. 

Small  businesses  pay,  just  like  the  President  said  last  night,  35 
percent  more  for  the  same  health  insurance  that  big  businesses 
buy  and  our  rate  of  increase  is  50  percent  higher  than  big  busi- 
nesses. What  do  we  get  for  those  absolutely  skyrocketing  increases 
in  the  cost  of  health  care?  Almost  nothing. 

We  end  up  being  able  to  afford  just  a  bare-bones  plan  or  some- 
thing that  has  such  a  huge  deductible  that  it  only  covers  cata- 
strophic events.  In  addition  to  being  able  to  buy  just  very  poor  poli- 
cies and  having  skyrocketing  increases  in  the  cost  of  health  care, 
we  are  subjected  to  every  single  abuse  in  the  health  care  system, 
everything  from  occupational  redhning  to  exclusions  for  preexisting 
conditions. 

As  a  number  of  you  know,  before  I  came  here,  one  of  the  things 
I  did  was  serve  as  President  of  the  Juvenile  Diabetes  Foundation. 
As  President  of  the  Juvenile  Diabetes  Foundation,  I  had  a  chance 
to  talk  to  literally  thousands  and  thousands  of  parents  of  diabetics, 
and  I  met  any  number  of  people  who  said,  gosh,  you  know,  I  would 
really  love  to  be  able  to  leave  this  job  I  have.  I  have  a  chance  to 
start  a  small  business,  but  I  can't.  I  am  locked  in  because  if  I  leave 
my  job,  I  lose  my  insurance.  As  the  owner  of  a  small  business  and 
the  parent  of  a  diabetic  child,  I  experienced  exclusions  for  preexist- 
ing conditions.  I  saw  insurance  companies  come  in  and  quote  you 
a  great  rate  and  they  said  but,  oh,  by  the  way,  we  have  got  to  ex- 
clude all  these  people  with  preexisting  conditions,  and  a  year  later 
when  those  folks  go  on  the  health  care  rolls,  what  happens?  Their 
health  care  rates  go  out  of  sight. 

It  is  not  just  abuses,  and  it  is  not  just  poor  coverage,  and  it  is 
not  just  skyrocketing  costs.  For  small  business  people,  we  don't 
have  a  level  playing  field.  Just  think  for  a  minute,  as  an  owner  of 
a  small  business,  we  don't  have  a  benefits  department.  So  when  we 
sit  down  to  negotiate,  and  negotiate  is  probably  a  word  I  ought  to 


put  in  quotes,  to  "negotiate"  with  an  insurance  company  to  try  to 
get  health  care  coverage  for  our  employees,  it  is  a  nonnegotiation. 

All  the  power  of  the  marketplace  today  is  on  the  side  of  the  pro- 
vider, and  not  only  do  we  have  to  take  time  away  trying  to  under- 
stand all  the  terms  and  conditions  and  all  the  different  sets  of  ac- 
counting and  rules  they  have,  but  it  means  we  have  to  take  time 
away  from  our  valued  customers  and  from  our  employees  and  from 
running  our  business. 

Second,  you  know  if  you  are  self-employed,  you  only  get  a  25  per- 
cent deduction  for  your  health  care  costs.  Everybody  else  gets  100 
percent.  That  is  not  right. 

If  you  look  at  worker's  comp,  the  only  item  on  my  income  state- 
ment that  rose  at  a  more  rapid  rate  than  health  care  was  worker's 
comp.  It  grew  at  IV2  times  the  rate  of  my  health  insurance  pre- 
miums. 

So,  I  don't  believe  you  could  devise  a  health  care  system  that  was 
more  anti-small  business  than  the  health  care  system  we  have  in 
this  country  today.  You  know,  I  come  from  the  private  sector,  I  am 
a  great  believer  in  private  sector  solutions  to  problems,  but  the  pri- 
vate sector  has  failed  the  small  business  community  in  trying  to 
find  a  solution  to  the  health  care  crisis. 

You  know,  as  I  talk  to  small  businesses,  I  realize  that  we  have 
tried  almost  everything  you  could  imagine  to  hold  down  the  cost  of 
health  care.  We  have  tried  switching  programs.  We  have  tried 
managed  care.  We  have  tried  self-insurance,  we  have  tried  cost 
sharing.  We  have  tried  reducing  benefits,  and  we  have  tried  pass- 
ing on  a  bigger  share  of  the  cost  to  our  employees.  Nothing  helps. 

The  cost  of  health  care  continues  to  grow  and  grow  out  of  sight 
and  unfortunately,  the  smaller  your  business  is,  the  more  dis- 
proportionate the  cost  is.  I  am  here  today  to  tell  you  that  I  believe 
that  there  are  a  number  of  good  plans  and  good  options  that  you 
all  have  to  look  at  as  you  try  to  find  a  solution  to  the  health  care 
crisis  this  country  is  in. 

But  in  my  opinion,  there  is  no  solution  to  this  health  care  crisis 
that  this  country  faces  without  universal  coverage.  I  think  the 
President  is  right.  I  think  universal  coverage  is  key. 

Let  me  give  you  two  reasons.  The  first  is  just  basically  arith- 
metic. There  are  basically  three  payers  for  health  care  in  this  coun- 
try. The  first  is  the  Government  through  Medicaid  and  Medicare. 
The  second  is  big  business,  which  principally  is  self-insured  and 
has  enough  market  power  today  to  negotiate  good  terms  and  condi- 
tions for  themselves,  and  the  third  are  folks  like  me,  like  the  small 
business  owner,  and  individuals  who  principally  insure  through 
conventional  insurance.  We  have  no  market  power,  and  so  when 
one  of  the  other  two  segments  is  able  to  negotiate  lower  costs,  it 
is  just  shifted  onto  the  backs  of  the  weakest  folks.  That  is  us,  the 
owners  of  small  businesses. 

That  is  why  our  costs  go  up  20  to  50  percent  a  year,  and  you  bet- 
ter believe  those  38.5  million  people  I  talked  about  who  don't  have 
health  care  insurance  in  this  country  get  health  care.  They  simply 
get  it  at  the  emergency  room  at  four  or  five  times  the  cost  it  would 
be  in  the  hospital.  That  is  why  it  gets  shifted  to  us  and  that  is  why 
our  costs  go  up  20  to  50  percent  a  year. 


Well,  I  think  the  President,  in  designing  his  health  care  plan, 
tried  to  design  a  plan  that  really  would  work  for  the  small  business 
owners.  As  I  went  around  the  country  and  I  met  with  small  busi- 
ness owners,  I  heard  over  and  over  again  those  that  have  insurance 
and  those  that  don't  talk  about  the  importance  of  having  real  in- 
surance, the  importance  of  having  insurance  that  they  could  afford, 
and  the  importance  of  having  insurance  that  wouldn't  grow  at  20 
to  50  percent  a  year,  so,  yes,  they  could  afford  it  today  and  they 
could  afford  it  tomorrow. 

Well,  the  President  focused  on  that,  and  a  couple  of  the  key 
things  he  did,  which  I  have  heard  people  discuss  as  I  have  gone 
around  the  country,  are  the  alliances.  But,  people  discuss  the  alli- 
ances as  though  they  are  some  huge  bureaucracy.  Tliey  are  not. 
The  alliances  are  basically  a  buying  group. 

I  visited  a  small  hardware  store  out  in  Sioux  Falls,  South  Da- 
kota, and  while  I  was  there,  I  had  a  chance  to  talk  to  the  owner. 
This  small  hardware  store  is  a  member  of  Ace  Hardware,  and  he 
is  able  to  compete  because  he  has  the  buying  power  of  the  Ace 
Hardware  group.  What  the  alliances  do  is  they  shift  the  power  of 
the  marketplace.  They  change  the  supply  and  demand  equation 
from  favoring  the  insurance  companies  and  the  suppliers  of  health 
care  to  favoring  us,  the  consumers  and  the  owners.  They  give  small 
businesses  market  power  for  the  first  time.  They  change  the  supply 
and  demand  equation. 

The  second  thing  the  plan  does  is  it  simplifies  the  system.  It  goes 
to  things  like  standardized  forms,  electronic  billing  and  claims 
processing  to  bring  down  the  cost  of  health  care.  Somebody  asked 
me,  do  you  really  believe  that  you  could  take  cost  out  of  the  health 
care  system?  I  said  absolutely.  As  I  go  around  the  country  and 
meet  with  nurses  and  doctors,  today  in  this  country  a  nurse — a 
nurse,  not  an  administrator — spends  50  percent  of  her  time  filling 
out  forms.  The  average  nurse  in  this  country  fills  out  19  forms  per 
patient  per  day.  It  is  crazy. 

In  a  hospital  today,  25  cents  of  every  dollar  you  spend  in  the  hos- 
pital goes  for  administrative  costs.  It  doesn't  buy  you  a  nickel's 
worth  of  health  care.  Today,  10  cents  of  every  dollar  we  spend  in 
this  country,  you  know  wnat  it  goes  for?  It  goes  for  fraud  and 
abuse.  10  cents  is  $80  to  $90  billion  a  year. 

Surgeon  Greneral  C.  Everett  Koop  imder  President  Reagan  said 
just  the  other  day  that  25  to  30  percent  of  the  diagnostic  proce- 
dures that  are  performed  in  this  country  are  unnecessary.  He  said 
if  we  could  cut  out  that  fat,  it  would  free  up  $200  billion.  That  is 
enough  to  cover  the  uninsured. 

Is  there  waste  in  the  system?  Absolutely.  Well,  as  the  President 
sat  down  to  design  his  plan,  he  focused  on  a  couple  of  things,  but 
first  of  all  he  wanted  to  make  sure  that  the  small  businesses  would 
be  able  to  have  real  insurance,  comprehensive  insurance,  rock  solid 
insurance,  insurance  that  is  as  good  as  that  offered  by  any  Fortune 
500  company,  not  some  kind  of  bare-bones  plan,  or  not  something 
that  just  covers  catastrophic  events,  but  real  insurance. 

The  second  thing  he  wanted  to  ensure  is  that  it  was  insurance 
that  the  small  business  person  could  afford.  That  is  why  the  caps 
and  subsidies  are  there,  to  hold  down  the  cost  of  health  care  so  it 
is  something  that  the  small  businesses  can  afford. 
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The  third  thing  he  wanted  was  to  build  in  mechanisms  to  hold 
down  the  cost  of  health  care  so  it  wouldn't  grow  at  20  to  50  percent 
a  year,  and  the  fourth  thing  he  wanted  was  to  outlaw  exclusions 
for  preexisting  conditions  so  no  longer  could  that  parent  of  a  dia- 
betic child  be  excluded  from  having  health  care  insurance. 

Fifth,  he  wanted  to  put  the  self-employed  on  the  same  level  so 
the  self-employed  wouldn't  get  just  a  25  percent  deduction  for 
health  care,  but  they  get  100  percent  deduction  just  like  everybody 
else  does.  Sixth,  he  wanted  to  hold  down  worker's  comp  so  it 
wouldn't  grow  at  1 V2  times  the  rate  of  insurance. 

Seventh,  the  buying  groups  are  there  to  shift  the  power  of  the 
marketplace,  to  change  the  supply  and  demand  equation,  to  give  us 
some  real  power  so  tnat  we  could  really  negotiate  and  hold  down 
the  cost  of  health  care.  Last,  he  wanted  to  make  sure  that  our  em- 
ployees had  some  choice. 

Now,  today  9  out  of  10  people  who  get  health  care  coverage  in 
the  private  sector  get  it  where  they  work,  but  in  two-thirds  of  those 
occasions,  the  employees  has  no  choice  as  to  what  kind  of  coverage 
they  get.  The  owner  of  a  small  business  makes  that  choice. 

Well,  under  the  President's  plan,  everyone  gets  choice  and  they 
get  choice  among  three  different  types  of  plans,  and  if  your  doctor 
goes  to  one  plan,  you  can  follow  your  doctor  to  that  plan  and  your 
doctor  can  join  more  than  one  plan,  so  they  get  real  choice. 

Now,  I  am  convinced  that  this  plan  has  some  real  merit,  and  I 
am  convinced  that  if  small  businesses  will  look  behind  the  man- 
date— and  I  haven't  met  a  single  small  business  that  likes  man- 
dates, I  am  the  first  to  admit  that — and  look  at  the  substance  of 
the  issue,  to  look  at  the  facts  and  not  the  rhetoric.  I  assure  you 
that  the  vast  majority  of  all  small  businesses  that  currently  have 
insurance  will  get  better  coverage  at  lower  cost.  Those  small  busi- 
nesses that  currently  don't  have  insurance,  yes,  they  will  have  to 
pay  something,  but  whether  it  is  our  surveys  or  anybody  else's  sur- 
veys that  you  see,  you  will  see  that  those  small  businesses  that 
don't  have  insurance,  they  would  like  to  offer  it  to  their  employees. 
But  they  will  give  you  three  reasons  why  they  can't,  and  the  three 
reasons  are:  First,  I  just  plain  can't  afford  it;  second,  well,  if  I  could 
afford  it,  what  I  would  like  to  buy  just  isn't  worth  a  hoot;  and 
third,  if  I  can  afford  it  today,  I  won't  be  able  to  afford  it  tomorrow. 

Well,  the  President  tried  to  address  each  one  of  those  issues  in 
his  plan.  First  of  all,  he  is  offering  them  real  insurance,  com- 
prehensive insurance,  rock  solid  insurance,  insurance  that  is  as 
good  as  that  offered  by  any  Fortune  500  company  so  we  can  com- 
pete for  that  same  employee  in  the  same  way  that  a  big  business 
can,  so  we  don't  have  to  pay  35  percent  more  for  the  same  health 
insurance. 

Two,  he  made  sure  it  was  affordable.  That  is  why  the  caps  and 
subsidies  are  there,  and  three,  he  made  sure  we  could  not  only  af- 
ford it  today,  but  we  could  afford  it  tomorrow  so  it  wouldn't  in- 
crease 20  to  50  percent  a  year. 

As  I  said  in  my  opening  statements,  I  believe  you  have  a  lot  of 
plans  in  front  of  you  that  have  lots  of  merit  in  each  one  of  them. 
The  President  has  made  it  very  clear,  however,  that  he  believes  his 
bottom  line  is  universal  coverage  and  a  comprehensive  set  of  bene- 
fits that  can  never  be  taken  away. 


Universal  coverage  in  my  opinion  is  key  for  the  small  business 
owner  to  prevent  that  cost  shifting  that  has  occurred  historically. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you  very  much.  Thank  you  very 
much,  Mr.  Bowles. 

[Mr.  Bowles'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Let's  just  clarify  a  few  things  as  to  what  is 
or  isn't  negotiable  within  the  President's  plan.  Now,  as  I  under- 
stand it,  the  only  nonnegotiable  item  is  universal  coverage,  am  I 
correct  in  that  understanding? 

Mr.  Bowles.  In  the  President's  speech  last  night,  he  said  the 
only  nonnegotiable  item  was  universal  coverage. 

Chairman  LaFalce.  Precisely.  So  we  could  eliminate  the  em- 
ployer mandate  if  we  could  find  some  other  way  of  going  to  univer- 
sal coverage,  correct? 

Big  if  The  single-payer  system  would  enable  us  to  do  that,  would 
it  not? 

The  single-payer  system  would  sever  the  link  between  employ- 
ment and  nealth  care,  between  jobs  and  health  care,  and  therefore, 
that  is  one  alternative  approach  to  achieving  universal  coverage; 
am  I  correct  in  that  assumption? 

Mr.  Bowles.  It  is  an  approach.  It  is  not  the  approach  we  prefer. 

Chairman  LaFalce.  I  understand  that.  I  understand  that. 

I  can't  think  of  any  other  approach  other  than  the  single-payer 
concept  or  an  employer  mandate  to  achieve  universal  coverage.  Mr. 
Bowles,  Dr.  Thorpe,  help  me  out.  Can  you  think  of  any  approach 
other  than  those  two  options  to  achieve  universal  coverage? 

Dr.  Thorpe,  is  shaking  his  head  no. 

Mr.  Bowles. 

Mr.  Bowles.  Well,  an  individual  mandate  does  lead  to  universal 
coverage  and  under  the  Chafee  plan,  it  eventually  does  get  to  uni- 
versal coverage  at  some  point  in  time. 

Mrs.  Meyers.  Mr.  Chairman. 

Chairman  LaFalce.  Let  me  conclude  my  remarks.  Then  we  will 
call  upon  you,  OK? 

So  we  can  also  negotiate  what  universal  coverage  should  consist 
of,  what  the  definition  of  universal  coverage  is,  what  the  basic  ben- 
efits package  should  be.  That  is  a  negotiable  item,  is  it  not? 

Mr.  Bowles.  In  my  discussions  with  the  President,  he  has  al- 
ways said  two  things.  First  that  he  wanted  to  see  universal  cov- 
erage and  a  comprehensive  set  of  benefits  that  could  never  be 
taken  away.  Those  were  his  bottom  lines. 

Chairman  LaFalce.  What  constitutes  comprehensiveness  is  ne- 
gotiable. Reasonable  men  and  women  can  differ  on  that,  correct? 
Also,  we  can  phase  in  universal  coverage. 

Universal  coverage  is  not  something  that  we  must  reach  today. 
We  can  phase  it  in  over  the  course  of  1  year,  2  years,  3  years,  4 
years.  That  is  negotiable,  is  it  not? 

Mr.  Bowles.  Mr.  Chairman,  I  couldn't  speak  to  that. 

Chairman  LaFalce.  All  right.  It  is  my  understanding  that  all 
those  items  are  negotiable,  that  the  only  issue  that  is  not  nego- 
tiable is  universal  coverage,  and  I  think  that  if  we  could  accept  the 
latitude  that  the  President  has  given  us,  that  is,  let's  negotiate  ev- 
erything under  the  sun,  but  not  the  issue  of  whether  every  Amer- 
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ican  citizen  should  be  covered,  then  we  can  enact  legislation  in 
1994.  That  is  the  only  point  I  was  attempting  to  make. 

I  will  not  ask  any  more  questions  because  we  have  a  great  many 
Members  here  and  I  want  to  give  everyone  an  opportunity  to  ask 
questions.  I  will  now  defer  to  Mrs.  Meyers. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

I  think  that  the  goal  of  universal  coverage  is  a  wonderful  goal 
and  I  do  hope  that  we  get  there,  and  if  it  is  true  that  the  President 
indicates  that  it  would  be  acceptable  to  him  to  reach  this  over  a 
period  of  5  years,  then  I  think  the  Republican  plan  in  the  House 
would  be  excellent  also  because  it  initially  provides  only  universal 
access,  but  I  really  think  that  we  should  enact  those  four  or  five 
things  that  we  can  all  agree  on  and  see  what  happens  to  the  cov- 
erage in  this  country. 

Most  small  businesses,  well,  we  know  of  this  by  poll,  not  polls 
that  I  have  taken  but  nationwide  polls,  don't  offer  health  insurance 
not  so  much  because  of  the  current  cost,  but  because  of  fear  of  fu- 
ture cost.  They  have  maybe  five  employees.  They  are  deeply  con- 
cerned that  they  will  have  one  with  a  serious  illness  and  that  their 
costs  will  double,  so  they  don't  start  the  plan. 

If,  through  a  basic  plan  of  benefits  and  a  great  deal  more  pooling 
and  spreading  of  risk,  we  could  take  that  fear  of  future  cost  and 
bring  some  price  stability  to  health  care,  I  think  we  could  do  the 
same  thing  virtually  that  the  President  wants  to  do,  but  do  it  with- 
out the  enormous  mandates. 

Universal  coverage  is  tremendous,  but  I  think  people  need  to  un- 
derstand it  comes  with  the  trade-offs  of  mandates,  enormous  cost 
and  tremendous  bureaucracy.  So  I  am  not  going  to  ask  any  ques- 
tions. 

I  am  going  to  defer  to  Mr.  Manzullo  for  questions. 

Chairman  LaFalce.  Does  this  mean  that  you  are  giving  the  bal- 
ance of  your  time  to  him,  Mrs.  Meyers? 

Mrs.  Meyers.  I  am  going  to,  just  the  next  person  in  line. 

Chairman  LaFalce.  The  next  person  in  line  would  be  on  my 
side. 

Mrs.  Meyers.  All  right. 

Chairman  LaFalce.  Good,  and  in  order  of  both  the  time  they 
were  here  and  seniority,  Mr.  Sisisky. 

Mr.  Sisisky.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  thank  you  for  being  here  this  morning.  You  have 
heard  some  comments  stating  that  mandated  programs  could  lose 
1  million  jobs,  3  million  jobs,  or  whatever  figure  you  want  to  use. 

Does  the  Small  Business  Administration  or  the  administration 
have  any  comment  on  that?  Have  you  done  any  studies  of  what  you 
believe  will  happen? 

Before  you  answer  that,  I  do  have  another  specific  question.  Last 
year  we  had  some  hearings  here  and  we  focused  our  attention  on 
the  rules  for  determining  whether  someone  is  an  independent  con- 
tractor or  an  employee. 

Can  you  comment  on  how  the  President's  plan  would  address 
this  complicated  determination?  This  issue  is  very  dangerous 
ground  for  small  business.  As  you  know,  small  businesses  face 
heavy  consequences  when  their  independent  contractors  are  reclas- 
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sified.  So  if  you  could  answer  those  two  questions,  I  would  appre- 
ciate it. 

Mr.  Bowles.  Yes,  sir,  I  can.  I  have  seen  the  studies  that  were 
referred  to  earlier.  Dr.  Thorpe  is  clearly  more  qualified  to  speak  to 
the  merits  of  each  one  of  them. 

I  do  believe  there  are  a  number  of  flaws  in  the  ones  that  were 
mentioned.  I  can  tell  you  that  I  have  seen  three  studies  in  the  not 
too  distant  past  that  referred  to  the  number  of  jobs  that  would  be 
created  through  the  President's  health  care  plan. 

There  was  a  study  that  came  out  from  the  Brookings  Institute 
that  said  it  would  create  750,000  jobs  in  the  health  care  sector 
alone.  There  was  a  study  that  came  out  from  a  nonpartisan,  non- 
profit group,  the  Economic  Policy  Institute  that  said  it  would  create 
258,000  jobs  in  manufacturing  alone. 

There  was  a  study  that  came  out  from  the  Employee  Benefit  Re- 
search Institute  that  said  it  would  create  up  to  660,000  jobs  in  the 
economy.  So  I  think  there  are  arguments  on  both  sides. 

As  it  relates  to  the  independent  contractor  issue,  there  are  provi- 
sions in  the  health  care  plan  that  prevent  gaming  of  the  situation. 
There  are  anti-abuse  reasons  to  keep  employers  from  off  loading 
employees  and  turning  them  into  independent  contractors. 

That  is  the  whole  purpose  of  that  section.  I  have  spent  a  lot  of 
time  talking  to  the  folks  at  the  Treasury  Department  about  that. 
I  can  tell  you  that  those  independent  contractors  that  are  currently 
statutorily  protected  will  be  protected  in  the  future.  Those  are  folks 
like  real  estate  salesmen,  life  insurance  salesmen,  and  direct  sell- 
ers. 

Also  in  there  it  is  very  clear  that  those  people  who  are  currently 
protected  under  the  common  law,  that  the  common  law  will  be 
given  significant  weight  going  forward  in  the  new  rules.  Further- 
more, the  plan  says  very  clearly  that  once  these  new  rules  come 
forward  from  the  Treasury  Department,  they  would  go  to  the  Con- 
gress and  the  Congress  would  have  up  to  6  months  to  review  those 
rules  and  to  make  whatever  changes  they  felt  was  appropriate. 

Mr.  SisiSKY.  Stop  right  there.  You  are  referring  to  the  20  ques- 
tions that  the  Treasury  Department  uses  to  classify  independent 
contractors?  Are  you  saying  thej'  are  going  to  try  to  enact  a  defini- 
tion into  law?  I  mean,  that  determination  is  made  administratively 
now.  Which  is  it?  Because  this  is  a  very  important  issue.  It  isn't 
just  for  health  care.  What  are  we  talking  about,  A  statutory  defini- 
tion or  a  change  in  the  20  questions? 

Mr.  Bowles.  If  I  could  just  finish,  because  there  are  two  more 
points  of  it  that  I  think  are  worth  bringing  up. 

Mr.  SislSKY.  OK,  I  am  sorry. 

Mr.  Bowles.  Then  I  will  let  Dr.  Thorpe  comment.  There  is  every 
indication  that  the  administration  has  made  it  very  clear  in  a  side- 
by-side  analysis  that  they  would  like  to  sit  down  with  people  from 
the  various  industry  associations,  from  the  various  trade  groups, 
from  people  who  are  affected  by  any  changes  that  they  would  like 
to  make  to  the  independent  contractor  status  to  come  up  with  new 
rules  that  will  work,  and  there  is  even  discussion  in  there  about 
working  through  such  groups  as  Compliance  2000  to  try  to  see  if 
we  could  work  out  something  that  truly  does  make  sense  and 
works  for  the  small  business  community. 
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Do  you  have  anything  to  add,  Ken? 

Mr.  Thorpe.  Just  on  the  job  funds,  just  a  couple  of  real  quick 
things.  I  think  you  have  to  look  at  the  President's  plan  overall  to 
see  how  it  is  going  to  affect  not  only  the  health  care  sector  but 
business,  and  I  would  point  out  four  things. 

First,  I  think  is  the  President  talked  about  last  night  that  both 
health  care  and  welfare  reform  will  have  a  very  important  impact 
on  moving  people  from  welfare  into  jobs.  In  the  studies  that  he  re- 
ferred to  last  night,  both  from  Harvard  and  MIT  and  the  Univer- 
sity of  Wisconsin  indicate  that  a  comprehensive  health  care  and 
welfare  reform  package  where  continuous  benefits  are  offered  so 
that  you  can't  lose  them  would  increase  the  number  of  people  mov- 
ing into  the  labor  market  by  about  1  million  off  the  welfare  rolls. 

Second,  is  with  respect  to  the  overall  business  impact,  and  I  will 
pass  out  later  some  of  the  charts,  but  if  you  can  just  see  the  first 
chart  over  there,  the  savings  and  cost  containment,  the  universal 
coverage  provisions  of  the  President's  plan  will  reduce  what  em- 
ployers spend  for  health  care  benefits  overall.  From  a  business 
standpoint,  the  President's  cost  containment  initiatives  and  univer- 
sal access,  will  have  a  positive  effect  on  business  freeing  up  dollars 
that  could  be  used  for  labor  expansion,  certainly  could  be  used  for 
wage  increases. 

Third,  as  Erskine  mentioned,  we  are  projecting  that  through 
1997,  with  some  of  the  new  initiatives  that  we  proposed,  the  long 
term  care  proposal  and  so  on,  that  there  would  be  a  net  increase 
in  health  care  jobs  that  would  be  provider-based  jobs. 

There  will  be  a  reallocation  of  labor  within  the  health  care  sector 
reducing  the  number  of  individuals  who  transact  and  provide  in- 
surance and  moving  toward  an  increase  in  the  amount  of  providers, 
particularly  in  the  long-term  care  side. 

So  if  you  look  at  the  overall  plan  in  its  entirety,  that  we  think 
it  has  a  very  positive  impact  on  jobs  and  certainly  has  a  positive 
impact  on  business. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired  un- 
fortunately. We  have  got  to  be  rather  strict  with  so  many  Members 
here. 

Mr.  Zeliflf. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  A  couple  things. 

First  of  all  I  would  like  to  comphment  the  President  on  moving 
this  forward  for  discussion.  I  think  it  is  a  very  courageous  step  and 
it  is  one  that  we  need  to  deal  with.  As  to  whether  we  are  in  crisis 
or  not,  I  think  there  is  some  honest  disagreement. 

One  thing  that  he  did  not  say  in  a  very  good  speech,  let  me  add, 
he  did  not  mention,  as  he  has  mentioned,  special  interest  groups; 
he  did  not  mention  tort  reform.  In  1986  I  was  a  member  of  the 
White  House  Conference  on  Small  Business  on  tort  reform,  product 
liability,  medical  liability,  all  these  things  are  threatening  our  total 
existence  and  if  we  put  that  up  there  on  the  front  burner  also,  I 
think  it  would  be  a  good  step  in  making  the  plan  even  better  and 
that  is  kind  of  a  statement. 

In  terms  of  employment  and  the  effects  on  small  business,  I  feel 
that  frankly  we  will  lose  an  awful  lot  of  jobs  and  I  guess  we  have 
an  honest  disagreement  there,  but  a  lot  of  the  things  that  you  men- 
tioned that  we  agree  with,  preexisting  conditions,  small  business 
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people,  level  playing  field,  I  have  three  small  businesses,  so  I  can 
relate  to  this. 

We  do  provide  insurance  coverage.  A  100  percent  deduction  for 
self-employed.  Worker's  comp  is  a  major  area,  buying  groups  for 
small  business,  whether  we  move  forward  with  modified  commu- 
nity-based ratings  or  community-based  ratings  in  order  to  accom- 
plish that  or  not,  fraud  and  abuse  in  Medicare  and  Medicaid,  10 
percent,  $70  to  $90  billion,  those  people  who  are  using  emergency 
rooms,  very  creative  answers  to  those  solutions. 

First  of  all,  if  we  did  the  insurance  reform,  the  administrative  re- 
form, we  went  to  primary  care  centers,  as  many  places  up  in 
cities — Laconia,  New  Hampshire,  Manchester  and  Portsmouth  are 
doing  today,  we  can  solve  many  of  these  problems  without  putting, 
I  think,  small  business  in  jeopardy  with  mandated  benefits  and 
forming  a  whole  Government  bureaucracy  that  it  is  going  to  take 
to  fulfill  the  President's  plan. 

So  what  I  am  saying  is  that  I  think  we  are  on  the  right  track 
in  trying  to  approve  access  and  affordability.  Why  do  we  have  to 
flip  the  thing  upside  down?  Why  can't  we  do  the  steps  we  agree  on, 
put  those  on  fast  track?  Let's  then  invest  in  universal  coverage  as 
we  come  up  with  some  solutions  and  saving  in  terms  of  better  ac- 
cess and  care. 

Would  you  care  to  comment?  Why  can't  we  do  all  the  things  that 
we  all  agree  on,  things  we  just  talked  about,  insurance  reform,  for 
example,  for  starters.  Let's  move  forward  with  that.  Let's  get  rid 
of  preexisting  conditions.  Let's  move  forward  now. 

Why  do  we  have  to  wait  until  we  have  the  thing  in  a  big  package 
with  a  bow? 

My  concern  is  if  we  do  it  all  at  once,  we  are  going  to  make  mis- 
takes. As  a  guy  that  worked  for  a  major  corporation,  we  never  in- 
troduced a  new  product  without  test  marketing.  So  if  you  could 
comment  on  whether  we  can  do  some  of  these  things,  move  it  for- 
ward now,  things  that  we  all  agree  will  work.  Can  we  do  that  or 
do  we  have  to  wait  for  the  whole  thing? 

Mr.  Bowles.  I  think  there  is  a  lot  of  agreement  as  you  have  said 
and  as  Congressman  LaFalce  said  and  Congresswoman  Meyers 
said.  I  believe  there  is  a  lot  of  basic  agreement  on  a  number  of  fac- 
tors that  will  help  alleviate  the  health  care  crisis  that  this  country 
is  in  as  you  said. 

But  I  believe  the  health  care  crisis  will  remain  with  us  unless 
we  have  universal  coverage.  I  truly  believe  universal  coverage  is 
the  key,  because  without  universal  coverage,  the  cost  shifting  that 
has  occurred  in  the  marketplace  will  continue  to  occur  in  the  fu- 
ture, and  those  costs  will  be  shifted  on  the  most  vulnerable  sector 
of  the  marketplace,  which  is  principally  small  business  and  individ- 
uals, and  therefore  our  costs  Viill  continue  to  escalate  and  escalate 
in  an  unreasonable  fashion. 

Mr.  Zeliff.  So  you  don't  agree  that  we  could  move  forward  on 
some  of  this  reform  now? 

Mr.  Bowles.  No,  sir,  I  do  not. 

Mr.  Zeliff.  Cost  shifting,  when  we  cut  back  Medicare  and  Medic- 
aid, doesn't  that,  in  fact,  increase  the  potential  for  cost  shifting? 

Mr.  Bowles.  Yes. 
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Mr.  Zeliff.  So  that  doesn't  necessarily  become  part  of  the  real 
answer,  does  it? 

Mr,  Bowles.  That  is  why  you  have  to  control  both  the  public  and 
private  sector.  If  you  don't,  the  cost  shifting  continues. 

Mr.  Zeliff.  I  want  to  give  everybody  else  a  chance  here.  My 
problem  from  a  small  businessman  point  of  view  and  from  a  New 
Hampshire  point  of  view,  we  took  a  nonpartisan  health  care  task 
force  to  work  for  2  years  and  we  feel  that  we  need  to  move  forward 
on  the  things  that  make  sense,  that  we  have  common  agreement 
on  both  sides  of  the  aisle,  and  let's  move  forward  with  those  things 
that  we  are  going  to  make  significant  savings  in  the  health  care 
industry,  let's  put  those  to  work  toward  universal  coverage. 

I  think  we  agree  with  the  goal.  We  don't  necessarily  agree  we 
can  get  there  overnight.  I  think  from  a  practical  basis  we  would  be 
a  lot  safer  and  a  lot  less  riskier  if  we  took  a  step-by-step  and  land- 
ed on  solid  ground  as  we  made  the  approach. 

So  again  I  look  forward  to  working  with  the  administration,  but 
I  sure  would  hope  to  think  that  we  can  get  off  the  mandated  ap- 
proach and  off  the  Government  bureaucracy  end  of  it,  and  let's 
stick  with  the  things  that  we  agree,  preventive  care  versus  acute 
care,  and  let's  get  into  those  issues  that  we  have  some  great  agree- 
ment on. 

Chairman  LaFalce.  Thank  you,  Mr.  Zeliff. 

I  think  what  we  are  trying  to  do  is  not  achieve  unanimity  of  the 
435  Members  of  the  House  and  100  Members  of  the  Senate,  but  at 
least  218  in  the  House  and  at  least  51  in  the  Senate,  and  see  what 
we  can  do  on  that. 

Next,  Mr.  Bilbray. 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman,  and  Mr.  Erskine,  wel- 
come here  again  and  also  as  a  parent  of  a  diabetic  child,  we  have 
talked  about  this  before  and  as  a  charter  member  of  the  original 
diabetic  chapter  in  Las  Vegas,  JDF,  I  welcome  you  here. 

I  too  have  seen  the  problems  of  insurance  for  people  who  have 
preexisting  conditions.  In  fact,  I  just  recently  put  out  a  newsletter 
to  my  district  and  to  say  the  least,  it  blamed  the  plan,  but  it  was 
very  controversial.  One  paper  took  me  to  task.  Another  one  praised 
me,  but  it  was  an  interesting  response,  but  one  of  the  responses  I 
got  was  the  fact  that  our  phones  rang  off  the  hook  for  people  who 
were  trying  to  sign  up  for  the  plan,  not  quite  understanding  that 
we  are  not  quite  there  yet. 

There  is  no  plan  for  them  to  sign  up  to.  We  even  had  people  com- 
ing in  the  office  asking  for  the  forms  to  sign  up  so  that  we  know 
that  this  need  is  out  there. 

These  people  coming  to  me,  restaurant  owners,  some  of  course 
critical  that  they  are  going  to  be  mandated  to  cover  insurance,  but 
I  also  had  an  owner  of  a  Marie  Calendars  in  our  area,  which  is  for 
you  of  the  east  coast,  it  is  a  pie  shop  that  is  very  successful  on  the 
west  coast,  it  said,  I  read  over  the  plan  and  if  you  can  keep  the 
cost  to  7.9  percent  or  in  that  neighborhood  of  my  gross,  I  am  pres- 
ently insuring  30  of  my  50  employees.  For  that  price,  I  can  insure 
100  percent  of  my  employees,  I  think  it  is  a  wonderful  plan. 

I  had  another  restaurant  owner  that  came  to  me  and  said,  you 
know,  I  provide  health  insurance  for  my  employees.  My  competitor 
down  the  street  doesn't.  He  is  charging  around  a  dollar  a  meal  less 
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than  I  am  charging,  and  then  unless  he  provides  health  insurance, 
I  am  losing  business,  and  I  am  going  to  have  to  level  the  playing 
field  by  giving  up  the  insurance  that  I  provide  for  my  employees. 

So  for  some  of  you  that  are  out  there  hearing  that  the  people  who 
are  in  small  business  are  against  this  plan,  I  can  tell  you  for  every- 
one that  shows  up  and  is  violently  against  it  because  we  are  going 
to  mandate  him  to  be  covered,  I  have  three  that  show  up  and  say, 
if  you  can  hold  it  to  7.9,  that  is  my  question,  do  you  think  we  could 
hold  it  to  7.9  percent  of  the  growth? 

If  you  can  give  it  to  me  at  7.9,  I  am  paying  11,  12,  13,  or  14  per- 
cent of  my  gross  right  now  to  insure  my  employees,  that  I  am  for 
this  plan  and  I  hope  you  go  back  to  Washington  and  tell  your  col- 
leagues on  both  sides  of  the  aisle  that  there  is  a  problem  out  there 
and  those  that  say  there  is  not  a  problem  are  someplace  off  by 
Mars  or  Venus,  and  that  we  need  help  out  there  in  the  small  busi- 
ness community. 

We  want  to  provide  health  insurance  for  our  employees  but  we 
need  affordable  health  insurance  like  you  are  talking  about,  but 
Mr.  Bowles,  do  you  believe  we  can  hold  it  at  7.9?  Can  we  provide 
the  3.9  or  4  percent  for  businesses  that  have  an  average  salary  of 
$12,000  or  less,  or  do  you  think,  you  know,  at  what  point  do  we 
become  too  oppressive  on  small  business  that  they  can't  provide 
health  insurance  for  their  employees? 

Mr.  Bowles.  Your  experience  has  been  very  similar  to  mine. 
Again,  I  have  met  with  over  2,500  small  businesses  at  these  eight 
town  hall  meetings  and  I  can  assure  you  that  the  vast  majority  of 
those  who  currently  offer  insurance  reflect  the  numbers  that  are  up 
there  on  the  graph. 

The  numbers  up  there  on  the  graph  clearly  show  that  the  aver- 
age annual  percent  of  payroll  for  firms  currently  offering  insurance 
is  around  9  percent  for  those  with  fewer  than  25  employees.  Most 
of  those  actually  had  insurance  costs  that  were  a  higher  percentage 
of  payroll  than  that,  and  under  our  plan,  they  will  drop  to  6.4  per- 
cent. It  also  shows  that  the  average  payment  is  around 

Chairman  LaFalce.  Are  those  charts  in  your  testimony  as  at- 
tachments? 

Mr.  Bowles.  We  will  get  you  copies  of  those  charts  if  they  are 
not,  sir.  That  shows  that  the  average  annual  premium  per 
worker 

Chairman  LaFalce.  I  think  every  Member  does  have  them. 

Mr.  Bowles.  For  firms  currently  offering  insurance,  for  those 
with  less  than  25  employees  was  around  $2,695.  That  drops  to 
$1,924.  That  is  a  $771  drop,  almost  a  30  percent  drop  in  the  cost 
of  health  care. 

Your  question  focused  really  on  how  comfortable  I  feel  with  our 
ability  to  control  the  cost.  I  feel  very  comfortable  for  a  number  of 
reasons.  First  of  all,  I  can  tell  you  that,  as  hard  as  it  is  to  believe, 
for  the  first  time  ever  the  Government  brought  together  their  esti- 
mators and  actuaries  from  different  departments  of  the  Govern- 
ment; from  Treasury,  0MB,  from  Health  and  Human  Services,  and 
they  met  for  one  time  and  met  in  one  room  to  come  up  with  what 
they  thought  were  the  real  costs. 

There  was  internal  analysis  that  went  into  the  numbers.  In  addi- 
tion, we  didn't  just  accept  the  numbers  we  came  up  with  internally. 
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We  went  outside  to  the  Big  Six  accounting  firms  and  to  major  cor- 
porations and  met  with  their  estimators  to  make  sure  that  we  had 
done  our  homework  on  the  cost  and  got  validation  there.  Then,  as 
we  built  the  numbers,  we  tried  to  take  a  very  conservative  ap- 
proach. We  took  the  most  conservative  approach  at  each  turn  and 
then  over  and  above  that,  we  built  in  a  15  percent  cushion  for 
those  things  we  couldn't  predict  so  that  we  could  feel  comfortable 
that  we  could  hold  the  cost  of  what  we  said  we  could. 

So  I  feel  very  comfortable  on  the  cost  from  that  viewpoint.  But 
even  from  a  more  important  view  point,  I  believe  that  the  market 
mechanisms  will  work.  I  believe  that  the  buying  groups  will  work. 
I  believe  that  the  buying  groups  will  bring  down  the  cost  of  health 
care,  that  they  will  shift  the  supply  and  demand  equation — to  fa- 
voring the  consumer  as  opposed  to  favoring  the  supplier — and  that 
is  not  a  theory.  It  works  in  practicality.  You  can  look  at  Calpers 
out  in  California.  Calpers'  cost  increase  went  up  3.1  percent  in 
1992.  Everybody  else  out  there  went  up  13.2  percent.  There  is  a 
group  in  Cleveland  called  COSE  which  is  a  council  of  smaller  en- 
terprises. COSE  has  13,000  small  businesses  that  are  members  of 
their  organization. 

Now,  the  good  news  is  that  they  are  covering  about  180,000  lives 
and  they  have  been  able  to  hold  the  cost  of  health  care  at  35  per- 
cent less  than  what  other  small  businesses  pay  in  the  Cleveland 
area.  Their  increase  over  the  last  6  years  has  been  about  60  per- 
cent but  everybody  else's  in  the  Cleveland  area  has  gone  up  170 
percent. 

These  buying  groups  really  do  work.  The  bad  news  about  COSE 
is  that  it  took  them  18  years  to  get  enough  mass  together  to  have 
enough  market  power  to  bring  down  the  cost  of  health  care.  We 
have  tried  to  do  the  same  thing  in  Charlotte  over  the  last  several 
years  and  we  have  only  gotten  200  to  300  in  our  buying  group.  We 
can't  wait  18  years  to  get  it  in  Charlotte,  Atlanta,  Houston,  Dallas, 
and  California. 

In  addition,  I  believe,  not  just  the  buying  groups,  but  I  also  be- 
lieve that  the  malpractice  reform  will  bring  down  the  cost  of  health 
care.  I  believe  that  the  simplification  will  bring  down  the  cost  of 
health  care.  I  also  believe  that  making  sure  that  the  buyer  is  con- 
scious of  quality  and  cost  will  bring  down  the  cost  of  health  care. 

I  truly  do  believe  that  all  of  these  forces  together  will  hold  down 
the  cost  of  health  care  so  that  we  can  operate  in  an  efficient,  effec- 
tive manner. 

Mr.  BiLBRAY.  Thank  you. 

Chairman  LaFalce.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you.  I  have  a  position  too,  Mr.  Bowles, 
and  Doctor  Thorpe.  I  tend  to  agree  with  the  President  when  he 
says  we  should  fix  what  is  wrong  with  what  is  right,  and  for  that 
reason  I  tend  to  fall  in  line  with  some  suggestions  made  by  Mr. 
Zeliff  and  Jan  Mevers. 

I  would  like  to  locus  on  a  comment  you  made  about  the  alliances. 
You  had  said  that  the  alliances  are  not  a  bureaucracy  and  I  have 
some  difficulty  with  that.  Maybe  you  can  explain  that.  I  know  you 
are  talking  about  the  pooling  arrangements,  but  you  look  at  the 
fact  that  the  firms  with  5,000  employees  or  more  can  make  some 
selections  about  the  kind  of  plan  that  they  want.  It  is  small  busi- 


17 

ness  that  cannot  do  that  because  they  fall  under  the  compelling 
power  of  the  alliances  which  pick  those  plans  for  them. 

How  is  it  that  they  are  not  a  bureaucracy?  It  seems  to  me  that 
you  are  placing  people  on  the  Alliance  Boards  who  are  paid  by  the 
Federal  Grovernment  or  at  least  through  a  governmental  agency  if 
it  is  a  State  alliance,  to,  in  fact,  function  in  that  capacity.  If  you 
would,  please,  give  me  some  reasons  why  they  are  not  a  bureauc- 
racy. 

Mr.  Bowles.  I  would  like  to  work  to  your  answer  because  I  think 
it  is  a  bigger  question  that  is  involved.  I  don't  believe  you  could 
have  a  more  bureaucratic  structure  or  bigger  nightmare  than  we 
have  in  the  health  care  system — or  nonsystem — that  is  available  in 
this  country  today. 

You  know,  whether  you  talk  about  the  reforms  or  you  talk  about 
the  exclusions  or  you  talk  about  paying  for  it  on  a  procedure-by- 
procedure  basis,  it  truly  is  a  nightmare,  and  what  we  are  talking 
about  is  really  a  real  simplification. 

We  are  talking  about  building  upon  our  system  of  private  sector 
health  care.  We  are  talking  about  building  upon  our  system  of  em- 
ployer-based coverage.  We  are  talking  about  building  upon  our  sys- 
tem of  choice  of  doctors  and  plans,  and  we  are  talking  about  build- 
ing upon  our  system  of  high  quality  American  health  care.  What 
we  are  talking  about  adding  to  that  is  universal  coverage,  a  com- 
prehensive set  of  benefits  and  efficient  delivery,  and  basically  what 
we  are  talking  about,  as  I  see  it,  is  setting  some  standards,  provid- 
ing security,  guaranteeing  choice  and  quality  and  getting  the  dick- 
ens out  of  the  way. 

Now,  when  I  talked  about  not  being  a  bureaucracy,  I  meant  it. 
What  these  alliances  are  are  buying  groups.  They  do  shift  the 
power  of  the  marketplace.  They  change  the  supply  and  demand 
equation  and  basically  they  have  three  roles.  Let  me  tell  what  you 
those  three  roles  are. 

Mr.  Knollenberg.  Let  me  interrupt  you  for  one  second.  I  under- 
stand the  importance  of  these  roles.  Who  are  these  people  then 
that  would  be  appointed,  or  would  be  sitting  in  the  position  to 
make  decisions  about  what  product  or  products  would  be  available 
to  the  folks  that  have  to,  in  fact,  choose  from  that  pool  of  possible 
products? 

Who  are  those  people?  Are  there  any  providers  of  any  kind  from 
the  health  industry,  from  the  insurance  industry,  from  the  business 
community?  Where  do  they  come  from,  who  are  they? 

Mr.  Bowles.  Actually  they  do  come  from  the  business  commu- 
nity. I  think  Ken  can  tell  you  the  exact  makeup  of  the  alliances. 

Mr.  Thorpe.  Essentially  what  they  are,  are  consumers  and  em- 
ployers and  purchasers  today. 

Mr.  Knollenberg.  Who  picks  them? 

Mr.  Thorpe.  The  alliance  would  pick  them.  They  could  be  ap- 
pointed depending  on  how  a  State  wanted  to  organize  an  alliance 
structure,  the  State  could  make  selections  as  well. 

Mr.  Knollenberg.  The  State? 

Mr.  Thorpe.  I  mean  the  individuals  within  the  alliance  could  be 
also  interchanged  among  people  within  the  alliance.  I  guess  the  im- 
portant point  is  the  alliance  structure  compared  to  the  system  we 
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have  today,  where  Erskine  was  going  to  this,  was  critical  because 
it  has  got  to  be  relevant  to  what.  ' 

If  we  drew  today's  system  and  how  it  works,  it  would  probably 
take  up  this  entire  board  in  terms  of  how  complex  it  is. 

Mr.  Knollenberg.  My  question  is  pretty  simple  though.  Who 
are  those  people? 

Mr.  Thorpe.  They  are  business  people. 

Mr.  Knollenberg.  Doctors? 

Mr.  Thorpe.  No,  because  it  is  the  purchasers. 

Mr.  Knollenberg.  Consumers  or  people  from  the  business  com- 
mimity? 

Mr.  Thorpe.  Exactly. 

Mr.  Knollenberg.  People  who  are,  in  fact,  not  involved  in  any 
kind  of  insurance  activity  or  provider  activity? 

Mr.  Thorpe.  Today,  most  corporations  in  the  employee  benefit 
departments  have  very  sophisticated  purchasers.  They  would  be  in- 
dividuals like  those  as  well  as  consumers  that  would  be  on  the  alli- 
ance board. 

Mr.  Bowles.  And  what  we  are  trying  to  do  is  replace  a  system 
where  we  may  have  thousands  and  thousands  of  small  businesses 
in  an  inefficient  market  system  with  a  much  more  efficient  one. 

Let  me  stress  what  these  buying  groups  do.  Basically  what  they 
do  is  they  contract,  negotiate,  and  pay  the  providers  of  health  care. 
They  collect  the  premiums  and  they  provide  the  consumer  with  in- 
formation on  quality  and  cost,  and  that  is  basically  the  role  of  the 
alliances,  period. 

Mr.  Knollenberg.  You  think  those  people,  then,  would  be  suffi- 
ciently educated  on  the  subject  to  make  decisions  of  that  kind  ex- 
cluding any  kind  of,  let's  say,  help  or  reinforcement  from  the  medi- 
cal community  or  the  insurance  community? 

Mr.  Bowles.  Yes,  I  do. 

Mr.  Knollenberg.  Thank  you. 

Chairman  LaFalce.  The  next  Member  is  Mr.  Poshard  of  Illinois. 

Mr.  Poshard.  Thank  you,  Mr.  Chairman. 

I  just  want  to  try  to  capsulize  where  we  have  come  to  in  the  dis- 
cussion to  this  point  so  you  might  be  able  to  help  me  out,  Mr. 
Bowles. 

It  seems  to  me  that  there  is,  in  fact,  so  much  that  we  agree  upon, 
even  across  party  lines  with  respect  to  we  are  calling  it  universal 
coverage.  Senator  Dole  last  night  called  it  universal  access. 

I  don't  exactly  understand  the  difference  between  the  two  ap- 
proaches with  respect  to  that,  but  I  think  we  all  know  that  there 
needs  to  be  insurance  industry  reforms  with  respect  to  the  redlin- 
ing and  the  previous  condition  exclusions  and  things  of  that  sort. 

There  has  to  be  some  legal  industry  reforms  with  respect  to  tort 
reform  and  so  on,  some  standardizing  of  costs  within  the  medical 
care  industry.  Many  of  those  we  can  all  agree  upon,  but  here  is 
where  it  all  breaks  down. 

Help  me  out  with  the  political  pitch  here.  It  is  the  delivery  mech- 
anism that  is  being  debated  here  and  that  is  going  to  divide  us 
with  respect  to  health  care  reform. 

Folks  on  that  side  of  the  aisle  are  saying  that  the  regional  alli- 
ance structure  is  more  bureaucracy,  ergo,  more  Government  con- 
trol, therefore  socialism,  a  socialistic  medical  care  delivery  system. 
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I  mean,  what  do  you  say  to  that?  You  have  already  said  it  is  not 
a  bureaucracy,  in  fact  this  is  going  to  be  less  bureaucracy  than 
what  we  currently  have.  Is  this  going  to  be  more  a  bent  toward  so- 
cialized medicine  in  this  country?  Because  that  is  the  next  pitch, 
you  know,  and  those  delivery  mechanism  debates  is  what  this  issue 
is  going  to  center  around  and  if  we  are  going  to  get  this  done  for 
the  American  people  in  a  bipartisan  way,  we  have  got  to  satisfy 
those  questions  to  the  American  people,  and  especially  to  the  small 
business  community  who  sometimes  wants  to  believe  that  Govern- 
ment can't  do  anything  right  anyway. 

In  fact,  I  hear  that  all  the  time,  why  should  we  trust  Govern- 
ment with  this  issue.  They  don't  do  anything  else  right.  Now,  how 
do  we  answer  that  and  wnat  is  your  response  to  that,  and  then  I 
have  one  followup  question. 

Mr.  Bowles.  I  will  try  to  address  both  of  your  questions.  First 
of  all,  there  is  a  big  difference  between  universal  access  and  uni- 
versal coverage.  We  actually  have  universal  access  today  if  you  can 
afford  it. 

However,  that  parent  of  a  diabetic  child  often  just  can't  afford  it. 
Universal  coverage  is  far  different  than  universal  access.  Social- 
ism? I  have  heard  folks  talk  about  socialized  medicine.  I  hope  we 
can,  in  this  discussion,  get  beyond  the  rhetoric  and  look  at  the 
facts.  What  the  President  is  proposing  is  not  a  great  big  Govern- 
ment bureaucracy.  It  is  far  from  that. 

It  is  basically  the  same  thing  that  President  Nixon  proposed 
when  he  was  President  and  that  is  building  upon  our  system  of  pri- 
vate sector  health  care  and  building  upon  our  system  of  employer- 
based  coverage.  Don't  forget,  nine  out  of  ten  people  in  this  country 
today  who  get  their  health  care  in  the  private  sector  get  it  where 
they  work. 

Building  upon  our  system  of  choice,  of  doctors  and  plans,  and 
building  upon  our  system  of  high-quality  American  health  care  is 
what  the  President  proposed.  He  didn't  propose  a  single-payer  plan. 
He  specifically  decided  not  to  go  that  way,  but  to  build  upon  our 
system  of  private  sector  health  care  and  build  upon  our  system  of 
employer-based  coverage  and  not  go  to  a  Government  controlled. 
Government  run  bureaucracy.  That  is  what  we  are  trying  to  avoid. 

Mr.  PosHARD.  So  you  are  insisting  that  there  could  in  fact  be  less 
Government  control  under  this  procedure  than  we  even  currently 
have  now  or  less  control  over  the  industry? 

Let  me  tell  you  why  I  ask  that.  I  visited  so  many  hospitals  and 
rural  health  care  clinics  in  my  district  already.  Just  the  day  before 
I  came  out  here,  I  was  in  a  clinic  and  I  stayed  with  the  doctor  for 
3  hours  just  following  him  around  and  what  I  found  out  was,  when 
the  case  of  several  people  who  he  saw  just  in  the  time  that  I  was 
there,  he  had  to  see  that  person.  If  that  person  warranted  going  to 
the  hospital,  he  had  to  go  out  in  the  hallway.  His  nurse  called  the 
insurance  company. 

She  and  the  doctor  would  spend  15  to  20  minutes  answering  the 
insurance  company's  representative  on  whether  or  not  they  could, 
in  fact,  put  that  person  in  the  hospital  without  costing  that  person 
their  insurance.  That  was  taking  up  more  time  for  that  doctor  that 
morning  than  his  seeing  his  own  patients. 

Now,  is  that  going  to  change  under  this  system? 
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Mr.  Bowles.  Yes.  What  I  like  about  this  system  is  I  really  do 
think  it  does  bring  the  marketplace  into  the  equation.  It  does  give 
some  power  to  the  small  business  owners.  It  does  give  some  power 
to  the  individual.  It  does  shift  the  supply  and  demand  equation.  It 
does  simplify  the  system. 

I  talked  about  the  average  nurse  today  spending  50  percent  of 
his  or  her  time  filling  out  forms.  You  know,  the  average  nurse  fills 
out  19  forms  per  patient  per  day.  I  used  to  serve  on  the  board  of 
the  Charlotte  Mecklenburg  Hospital  Authority.  I  saw  firsthand  how 
much  time  doctors  spend  just  filling  out  forms.  You  know,  we  have 
to  take  that  bureaucracy  out  of  the  system. 

Surgeon  Greneral  C.  Everett  Koop  said  that  if  we  would  just  get 
rid  of  that  25  to  30  percent  of  procedures  that  are  unnecessary,  it 
would  save  $200  billion,  enough  to  cover  the  uninsured. 

I  think  there  is  almost  universal  agreement  that  there  is  an 
enormous  amount  of  fat  and  waste  in  the  system. 

Chairman  LaFalce.  Thank  you. 

Mr.  Kim. 

I  am  trying  to  call  individuals  on  the  basis  of  seniority  and  on 
the  basis  of  the  time  they  arrived,  if  they  were  here  at  the  time 
that  the  hearing  started. 

Mr.  Kim.  I  expected  I  was  going  to  be  the  last  one.  Thank  you, 
Mr.  Chairman.  I  am  a  little  concerned  about  today's  testimony  from 
Mr.  Bowles.  Let  me  make  a  small  statement,  and  then  I  would  like 
to  ask  questions. 

Did  you  know  that  80  percent  of  American  people  already  have 
insurance  and  that  they  are  pretty  happy  with  it?  I  know  we  have 
some  problems,  cost  containment  problems  and  other  problems,  but 
why  make  everybody  join  a  Government  mandated  program? 

If  that  is  not  socialistic,  I  don't  know  what  is.  Another  matter: 
I  have  heard  here  today  that  for  40  percent  of  Americans,  their 
premiums  may  go  up.  That  is  what  Ms.  Shalala  said. 

Next,  the  White  House  made  a  corrective  statement.  Only  15  per- 
cent of  the  population  will  have  increased  premiums.  Now  they  say 
30  percent.  Your  own  administration  told  us  it  will  cause  600,000 
Americans  to  lose  their  jobs.  Now  you  say  that  we  will  gain  625,000 
jobs. 

All  these  conflicting  figures  lead  me  to  believe  you  don't  know 
what  you  are  talking  about. 

Also  I  will  tell  you  this:  I  don't  know  what  kind  of  small  business 
people  you  talked  to.  I  had  a  town  meeting  last  week.  I  invited 
small  business  owners  only  and  more  than  200  people  showed  up. 
The  meeting  lasted  3  hours. 

At  the  meeting,  I  couldn't  find  any  single  business  owner  who 
says  to  support  this  plan.  Almost  all  of  them  do  not  have  any  in- 
surance right  now.  They  cannot  afford  to  buy  insurance.  How  can 
you  say  they  will  benefit  out  of  this  plan?  You  must  be  talking  to 
the  wrong  kind  of  small  business  people. 

Let  me  tell  you  my  own  experience.  I  had  a  business  with  about 
150  employees.  My  employee  health  care  cost  was  about  19  percent 
of  payroll.  Now,  under  the  Clinton  plan  my  costs  would  be  capped 
at  7.9  percent.  I  would  have  a  windfall  profit,  of  almost  $650,000. 
I  shouldn't  have  sold  my  business  if  I  knew  this  was  coming. 
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Who  is  going  to  make  up  the  difference?  I  understand  small  busi- 
ness is.  Small  business  will  make  up  the  difference,  the  windfall 
profit  that  will  go  to  big  business  or  medium-sized  businesses 
under  the  Clinton  plan. 

Now,  it  is  discouraging  to  me  that  you  are  the  one  that  rep- 
resents small  business.  This  is  going  to  hurt  them  more  than  any- 
body else. 

My  first  question  to  you  is:  Why  such  a  hugh  profit  to  those  me- 
dium-size and  big  businesses?  How  are  you  going  to  make  up  the 
differences? 

A  second  question  is:  Under  your  plan,  a  single  person  with  chil- 
dren would  be  penalized  by  paying  higher  premiums.  If  I  am  the 
employer,  I  certainly  would  consider  hiring  a  single  person  who 
would  be  cheaper  premiums  than  one  who  is  married  with  children. 
That  is  going  to  create  some  social  problems. 

I  would  like  you  to  answer  that  question.  I  know  you  shake  your 
head,  Dr.  Thorpe.  Can  you  answer  that  question  then? 

Mr.  Thorpe.  Let  me  just  take  the  last 

Mr.  Kim.  I  would  like  to  ask  unanimous  consent  that  the  full  text 
of  my  town  meeting  be  included  on  the  record. 

Chairman  LaFalce.  I  would  have  to  object  to  that.  We  cannot 
have  every  person's  town  meeting  put  into  the  hearing  record. 

Mr.  Kim.  How  about  my  full  statement? 

Chairman  LaFalce.  Absolutely. 

[Mr.  Kim's  statement  may  be  found  in  the  appendix.] 

Mr.  Thorpe.  Mr.  Kim,  with  respect  to  the  last  issue,  what  an 
employer  pays  for  a  worker  with  a  family,  the  employer  payment, 
regardless  of  whether  it  is  a  single-  or  a  two-parent  family  is  the 
same,  so  there  is  not  a  distinction  there. 

Mr.  Kim.  Sir,  single  person  pays  about  $1,900,  and  the  person 
with  a  family  pays  $4,200  a  year,  almost  twice  more.  So  what  is 
the  same? 

Mr.  Thorpe.  The  payment  that  the  employer  makes  is,  as  I  re- 
call, $2,479  for  a  family  regardless  if  it  is  a  single-parent  or  a  two- 
parent  family, 

Mr.  Kem.  If  you  multiply  80  percent 

Mr.  Thorpe.  That  is  not  how  the  premiums  work.  It  is  based  on 
a  per-worker  calculation. 

Mr.  Kim.  That  is  a  new  story  to  me.  You  don't  pay  80  percent. 
You  pay 

Mr.  Thorpe.  The  employer  does  not  pay  80  percent  of  $4,200. 
That  is  correct. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired. 

Let  me  just  clarify  one  thing.  When  you  use  those  dollar  figures, 
you  are  talking  about  an  average.  It  would  differ  from  alliance  to 
alliance,  wouldn't  it? 

Mr.  Thorpe.  Sure.  That  is  a  national  average,  Mr.  Chairman. 

Chairman  LaFalce.  It  is  important  that  you  point  that  out  be- 
cause in  some  are.*^.s  they  pay  appreciably  lower  premiums  than  in 
others,  if  you  took  the  State  average  of  New  York,  it  is  sky  high. 

Mr.  Thorpe.  Sure. 

Chairman  LaFalce.  If  you  look  to  Buffalo,  New  York,  it  is  con- 
siderably lower  than   other  regions,   including  Rochester,   which 
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often  is  touted  as  a  national  model.  Buffalo's  is  actually  lower.  It 
is  important  to  point  that  out. 

Mr.  Thorpe.  As  you  see,  Mr.  Chairman,  we  are  just  in  the  proc- 
ess of  finishing  up  our  analysis  of  every  State  and  what  employers 
in  those  States  would  pay.  You  are  exactly  right,  there  is  a  sub- 
stantial variation  across  the  States. 

Chairman  LaFalce.  To  the  extent  that  you  can  do  it  at  a  more 
specific  level  than  the  State,  I  think  it  is  very  important.  I  mean, 
it  is  not  too  relevant  to  the  people  of  Buffalo  what  they  are  paying 
in  New  York  City;  it  is  important  what  they  are  paying  in  the  Buf- 
falo area. 

It  is  not  too  important  to  the  people  of  San  Francisco  what  they 
are  paying  in  Los  Angeles;  it  is  what  they  are  paying  in  that  area, 
especially  if  there  are  going  to  be  regional  alliances. 

Mrs.  Meyers.  I  think  it  does  raise  the  question,  though,  Mr. 
Chairman,  about  in  areas  such  as  Buffalo,  what  about  the  areas 
around  the  city  of  Buffalo  that  might  be  caught  in  Buffalo's  alli- 
ance? Or  I  think  there  are  going  to  be  some  real  problems  with  dif- 
ferentials when  you  start  drawing  the  areas  covered 

Chairman  LaFalce.  First  of  all,  the  lady  was  not  recognized;  but 
when  I  referred  to  Buffalo,  I  was  referring  to  the  region.  New  York 
State,  for  example,  is  split  up  right  now  into  eight  regions  by  law. 
When  we  refer  to  Buffalo,  we  refer  to  communities  100  to  150  miles 
away  from  Buffalo  but  are  part  of  that  region. 

Mrs.  Meyers.  I  was  just  kind  of  mad  at  Buffalo  right  now  any- 
way. 

Chairman  LaFalce.  I  can  understand  after  Sunday's  game. 

By  the  way,  I  want  everybody  to  understand  that  the  reason  the 
President  had  a  sore  throat  and  a  horse  voice  yesterday  is  because 
he  was  cheering  so  loudly  for  Buffalo  this  past  Sunday. 

Clearly  what  he  told  me;  at  least  in  my  dream. 

Our  next  Member  is  Ms.  Clayton. 

Mr.  Mfume.  Mr.  Chairman,  may  I  ask  in  what  order  we  are  pro- 
ceeding? 

Chairman  LaFalce.  Yes.  For  the  fifth  time,  perhaps,  what  I  de- 
cided to  do  was  look  at  the  Members  who  were  here  when  the  hear- 
ing began  and  then  call  upon  them  on  the  basis  of  seniority.  Those 
who  came  later  will  be  called  upon,  to  the  best  of  my  ability,  in  the 
order  in  which  they  came. 

Mr.  Mfume.  It  is  not  a  disadvantage  for  being  on  this  side  of  the 
room? 

Chairman  LaFalce.  Not  at  all.  Not  at  all.  How  quickly  you  can 
empathize. 

Ms.  Clayton, 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman.  I  want  to  thank  Ad- 
ministrator Bowles  for  what  I  thought  was  a  very  excellent  presen- 
tation, both  logical  as  well  as  with  some  passion  for  businessmen. 
I  appreciate  that.  It  sounds  so  logical. 

I  am  just  really  puzzled  why  we  are  finding  not  necessarily  a 
ground  swell  but  certainly  orchestrated  resistance  to  what  would 
be  perceived  with  some,  when  looking  at  this  plan,  it  is  certainly 
beneficial  to  small  business,  even  those  who  now  have  insurance — 
even  on  the  other  side  of  the  aisle,  he  admits  he  has  a  windfall — 
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there  would  be  an  advantage,  if  not  a  windfall,  and  those  who  are 
not  covered  would  be  covered  at  a  sliding  scale. 

My  second  question  is  a  comment  on  what  you  think  is  causing 
that.  The  second  question  of  that,  help  me  understand  how  the  sub- 
sidies work,  because  in  the  plan,  it  says  from,  I  guess,  3  to  7  per- 
cent; and  of  course  you  have  used  the  7  percent  which  is,  again, 
an  advantage. 

Is  the  3  percent  cap  related  on  the  number  of  employees  the  em- 
ployer has  or  the  source  of  income  or  the  amount  of  income? 

How  does  that  work  for  the  very  small  business,  and  if  small 
business  would  also  include  farmers  in  your  definition? 

Mr.  Bowles.  The  answer  to  your  second  question  is,  absolutely. 
It  is  based  on  a  matrix  that  runs  up  to  75  employees.  It  is  broken 
down  in  25  employee  blocks  from  0  to  25,  from  25  to  50  and  50  to 
75.  It  also  goes  by  average  payroll,  and  it  gives  a  sliding  scale  of 
cap  on  the  maximum  amount  that  small  business  can  pay  for 
health  care  based  on  their  average  payroll  and  number  of  employ- 
ees. 

It  starts  at  3.5  percent.  It  goes  to  4.4  percent,  5.3,  6.2,  7.1,  7.9; 
and  it  is  scaled  across  in  that  manner.  That  way  no  one  really  falls 
off  the  scale. 

I  should  also  say  that  speaks  to  full-time  equivalents.  So  you 
could  actually  have  more  than  75  employees  and  still  qualify  for 
the  discounts.  This  is  full-time  equivalents,  and  part-time  people 
are  counted  in  a  little  bit  different  manner. 

Mrs.  Clayton.  My  first  question? 

Mr.  Bowles.  I  am  sorry. 

Mrs.  Clayton.  I  was  just  wondering  if  you  had  any  idea  why  we 
are  seeing  this  rather  organized  and,  I  think,  orchestrated  resist- 
ance on  the  part  of  some  small  businesses  against  it  when  this  is 
such  a  logical  plan  and  it  seems  like  everybody  benefits.  Even  those 
who  are  currently  paying  up  to  35  percent  or  more  will  benefit  in 
it? 

Mr.  Bowles.  Number  one,  health  care  is  always  a  very  emotional 
issue  for  everyone.  I  mean,  it  is  what  affects  you  and  your  family. 

Second,  everyone  doesn't  win.  There  are  those  small  businesses 
today  that  do  not  supply  health  care.  A  number  of  them — not  all 
of  them,  but  some  of  them — will  have  an  increase  in  their  cost  and 
that  is  a  fact  and  any  time  you  have  to  pay  more,  there  is  a  con- 
cern. 

Third,  any  time  you  talk  about  a  mandate  to  the  small  business 
community,  you  know,  they  are  concerned  about  a  mandate;  and  I 
expect  that.  What  we  have  asked  for  those  small  businesses  to  do 
is  to  look  through  the  mandate  and  look  at  the  reality,  look  at  the 
facts  and  see  what  it  actually  will  cost  and  what  they  will  get,  so 
look  at  what  you  will  have  to  pay  and  look  at  what  you  will  get 
and  then  make  your  decision;  but  don't  make  it  just  based  on  the 
rhetoric.  Look  at  the  facts. 

I  believe  that  you  will  see  that  the  vast  majority  of  those  small 
businesses  that  currently  offer  health  care  will  have  lower  costs 
and  far  better  coverage. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

May  I  enter  my  full  statement  into  the  record,  Mr.  Chairman. 

Chairman  LaFalce.  Without  objection,  so  ordered. 
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[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Manzullo. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  you  said  something  that  was  absolutely  astounding. 
You  said  that  if  the  Clinton  plan  is  adopted,  it  will  create  750,000 
new  jobs  in  the  medical  field. 

Now,  I  don't  know  how  you  are  going  to  bring  down  the  cost  of 
the  delivery  of  health  services  by  creating  three-quarters  of  a  mil- 
lion new  people  doing  the  same  service.  But  I  can  submit  to  you 
that  probably  the  job  creation  will  be  in  this  nightmare  of  Arlen 
Specter  area  plan  of  750,000  new  bureaucrats.  If  you  are  going  to 
make  something  lean  and  mean,  you  would  be  laying  off  employees 
as  opposed  to  adding  them. 

The  second  point  is  this:  The  subsidies  to  the  employers  under 
75,  is  that  phased  out  over  a  period  of  time? 

Mr.  Bowles.  No. 

Mr.  Manzullo.  Has  there  been  a  change  in  the  plan? 

Mr.  Bowles.  Not  to  the  best  of  my  knowledge. 

Mr.  Manzullo.  But  the  7.9  percent  can  be  exceeded  if,  under  the 
global  budgeting  of  the  individual  alliance,  there  is  a  shortfall,  be- 
cause each  alliance  is  a  taxing  entity  and  can  surcharge  every  em- 
ployer to  come  up  with  a  short  win,  with  a  shortfall.  Isn't  that  cor- 
rect? 

Mr.  Bowles.  I  would  have  to  let  Ken  answer  that. 

Mr.  Thorpe.  There  are  some  provisions,  depending  on  the  nature 
of  the  shortfall. 

Mr.  Manzullo.  Either  it  is  yes  or  no.  The  7.9  percent  can  be  ex- 
ceeded; is  that  correct? 

Mr.  Thorpe.  The  seven  point — there  could  be,  yes. 

Mr.  Manzullo.  Could  you  tell  me  yes  or  no? 

Mr.  Thorpe.  It  could  be  exceeded. 

Mr.  Manzullo.  The  answer  is  yes. 

I  think  it  is  unfair,  as  the  Administrator  of  the  Small  Business 
Administration,  for  you  to  travel  this  country  and  you  to  tell  small 
employers  that  it  will  never  exceed  7.9  percent  because  if  that  glob- 
al budget  is  exceeded,  there  will  be  a  surtax  placed  upon  every  sin- 
gle employer.  Tell  them  the  truth;  it  would  cost  them  more.  That 
is  why  every  single  small  business  person  with  whom  I  come  in 
contact  is  totally  opposed  to  the  plan  because  the  administration  is 
not  being  up  front. 

It  could  cost  more  than  7.9  percent.  The  answer  to  that  is  yes. 
It  must  be  so  stated  when  you  make  your  town  meetings  or  when- 
ever the  President  states  so  before  a  national  media. 

Mr.  Bowles.  Congressman,  I  have  spent  my  career  telling  the 
truth. 

I  think  when  you  hold  up  that  map,  that  is  the  kind  of  misin- 
formation that  really  causes  the  kind  of  concern  that  was  men- 
tioned before.  You  look  at  those  blocks  on  that  map  and  you  talk 
about  misinformation.  Ten  of  those  blocks  deal  with  medical  re- 
search, medical  research  for  kids  like  my  diabetic  kid.  I  just  lost 
my  sister  recently  to  Lou  Gehrig's  disease. 

Mr.  Manzullo.  I  understand  that. 

Mr.  Bowles.  One  of  those  blocks  deals  with  doctors.  One  of  those 
blocks  deals  with  hospitals.  One  of  those  blocks  deals  with  educat- 
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ing  older  Americans  about  long-term  health  care.  One  of  those 
blocks  deals  with  primary  care.  One  of  those  blocks  deals  with  pre- 
ventive care. 

Mr.  Manzullo.  These  are — excuse  me. 

Mr.  Bowles.  That  is  misinformation. 

Mr.  Manzullo.  These  are  existing  law  in  one  shade.  The  other 
shade  is  77  new  agencies.  That  is  why  small  businesses  are  afraid, 
and  they  are  also  concerned  about  the  fact  that  when  the  Govern- 
ment says  it  can  reduce  paperwork,  I  mean,  that  is  not  going  to 
happen.  The  Government  never  reduces  paperwork. 

Even  the  Paperwork  Reduction  Act  increased  the  amount  of  pa- 
perwork to  print  the  disclaimer  on  every  Federal  form  that  went 
out. 

Mr.  Bowles.  One  of  the  good  things  I  can  tell  you  is  the  Govern- 
ment does  sometimes  reduce  paperwork.  As  a  matter  of  fact,  at  the 
Small  Business  Administration,  we  have  just  taken  our  loan  appli- 
cation for  a  loan  under  $50,000  from  a  document  like  this  to  one 
single  sheet  of  paper.  So  that  is  not  true. 

Mr.  Manzullo.  It  is  a  document  put  out  by  the  SBA  and  the  De- 
partment of  Commerce  that  does  not  state  that  under  certain  cir- 
cumstances, if  the  global  budget  is  exceeded,  that  the  smaller  em- 
ployer will  be  faced  with  a  surcharge. 

This  document,  sir,  is  dishonest  because  when  it  goes  to  the 
small  employer,  he  thinks  if  he  can  get  under  7.9  percent,  he  is 
going  to  be  at  an  advantage;  but  if  it  exceeds  the  budget,  such  as 
Medicare  would  from  the  original  estimate  in  1967  of  $6  to  $66  bil- 
lion now  that  the  employer  has  to  pay  more  money,  then,  sir,  that 
is  why  they  are  afraid  that  they  will  have  to  go  out  of  business. 

Mr.  Thorpe.  That  statement  is  incorrect.  The  issue  is  not  exceed- 
ing the  global  budget.  That  is  wrong.  The  issue  about  surcharges 
simply  has  to  do  with  whether  or  not  the  alliance,  in  estimating  the 
revenue  flowing  in,  has  misestimated  the  revenue. 

Mr.  Manzullo.  But  that  means  that  there  is  not  enough  money 
coming  in,  so  they  go  back  and  collect  more.  That  is  called  a  sur- 
charge. 

Mr.  Thorpe.  That  is  but  it  has  nothing  to  do  with  exceeding  the 
budget.  That  is  a  very  different  issue  than  exceeding  the  budget. 
If  we  are  going  to  be  precise  about  this,  then  let's  be  precise. 

Mr.  Manzullo.  It  still  costs  more  than  7.9  percent.  That  is  what 
is  precise. 

Chairman  LaFalce.  Our  next  Member,  Mr.  Andrews. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman.  Mr.  Bowles,  thanks  for 
being  here  and.  Dr.  Thorpe,  I  appreciate  you  being  here  as  well. 

A  point  and  then  two  questions.  Point  one,  I  agree  with  you,  Mr. 
Bowles,  as  I  agreed  last  night  with  President  CHnton  when  he  de- 
scribed this  as  a  crisis.  It  seems  to  me,  step  one,  if  we  cannot  all 
agree,  given  your  testimony  and  given  the  effect  of  this  crisis  on 
the  people  in  my  district  that  it  is  a  crisis,  then  we  have  a  more 
fundamental  problem  than  the  debate  that  I  hope  we  engaged  in 
in  getting  this  final  product  as  best  as  it  can  be,  which  can  gen- 
erate from  a  healthy  debate,  but  if  we  don't  start  that  debate  rec- 
ognizing it  as  a  crisis,  we  are  never  going  to  get  on  to  step  two  or 
three,  so  I  appreciate  your  comments  that  way. 
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By  the  way,  it  was  a  problem  maybe  12  or  20  years  ago,  but  be- 
cause this  city  seems  to  have  been  in  a  state  of  denial  about  the 
problem  and  have  let  this  problem  fester  and  fester  and  fester,  it 
is  a  crisis. 

Two  questions.  One,  given  the  exchange  that  you  have  just  had 
and  given  the  misinformation  as  you  describe  it  that  is  coming  out 
to  small  businesses  from  its  critics,  could  you  describe  to  us  what 
you  intend  to  do  as  the  administrator  of  SBA  and  what  SBA  in- 
tends to  do  to  confront  this  misinformation  out  across  this  country 
and  provide  small  businesses  with  the  factual  concrete  information 
that  they  will  need  in  order  to  understand  this  system? 

I  think  most  small  businesses,  at  least  that  I  have  talked  to, 
agree  with  this  in  concept.  A  lot  are  terrified  quite  frankly  about 
some  of  the  charges  and  some  of  the  misinformation  that  you  are 
talking  about.  We  need  to  see  that  information  corrected  out  there. 

The  second  question  has  to  do  with  a  point  the  Chairman  made 
out  front.  We  talk  about  universality  as  a  principle.  We  talk  about 
cost  savings  as  a  principle.  The  President  has  also  talked  about 
simplicity  as  a  principle. 

Could  you  share  with  me  some  of  the  rationale  around  the  sys- 
tem of  providing  a  subsidy  for  those  businesses  that  will  have — ^find 
themselves  having  a  payment  of  over  7.9  percent  of  their  payroll, 
the  bureaucracy  and  administration  that  would  be  established  in 
order  to  make  that  system  work? 

What  kind  of  a  system  are  we  talking  about?  What  kind  of  costs 
are  we  talking  about,  Mr.  Bowles?  Finally,  has  there  been  consider- 
ation too,  for  example,  allowing  States  to  have  their  alliances,  al- 
lowing States  discretion  as  to  how  they  set  up  their  delivery  sys- 
tem, but  to  have  a  single  health  care  premium  based  on  ability  to 
pay  administered  through  an  existing  administrative  structure,  the 
IRS,  that  would  completely  avoid  all  the  problems  that  we  have 
heard  about  using  small  businesses  and  burdening  small  busi- 
nesses with  the  task  of  administrating  the  costs  and  generating  the 
revenue  for  this  system. 

Mr.  Bowles.  Congressman,  Dr.  Thorpe  will  answer  probably  the 
second  part  of  your  question.  I  will  try  to  answer  the  first  part. 

I  am  sorry  I  did  not  get  a  chance  to  go  to  Congressman  Kim's 
district  and  to  meet  with  his  people.  I  was  unaware  of  the  invita- 
tion. I  have  tried  to  attend  almost  every  invitation  I  can,  whether 
it  is  from  a  Republican  or  Democrat  to  go  into  a  district  to  meet 
with  small  businesses,  to  listen  to  their  concerns  and  ideas,  and  to 
bring  those  concerns  and  ideas  back  to  the  administration. 

I  think  the  President  has  also  made  it  very  clear  that  we  are 
very  interested  in  hearing  ways  that  people  believe  that  we  can 
make  improvements  to  our  plan  in  order  to  go  forward  to  get  a  con- 
sensus plan  within  the  Congress. 

That  is  something  we  look  forward  to,  and  I  think  a  good  exam- 
ple of  the  kind  of  change  that  occurs  was  taking  the  number  of  peo- 
ple wherever  the  subsidies  would  apply  from  a  maximum  size  firm 
of  50  up  to  75.  That  is  a  direct  result  of  listening  to  the  market- 
place and  hearing  ways  that  we  could  make  improvements  to  the 
plan. 

But  I  plan  to  continue  to  do  that.  I  plan  to  continue  to  go  to  the 
marketplace,  to  meet  with  small  business  people,  to  hear  their  con- 
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cems  and  ideas,  and  then  report  those  back  to  the  President.  I 
think  that  is  my  job. 

In  addition,  the  President  gave  me  a  seat  on  the  National  Eco- 
nomic Council  so  I  have  a  chance  to  have  input  into  decisions  be- 
fore they  are  made  rather  than  afterwards.  I  think  that  is  a  real 
plus  for  the  small  business  community. 

Mr.  Andrews.  You  are  more  than  welcome,  Mr.  Bowles,  to  the 
first  district  of  the  State  of  Maine. 

Mr.  Bowles.  Thank  you,  sir.  I  actually  have  been  to  Maine  to 
meet  with  small  businesses  already. 

Mr.  Thorpe.  What  the  President  has  proposed  is  moving  from  a 
system  today  which  is  primarily  privately  administered  where  you 
have  essentially  millions  of  individual  purchasers,  each  of  whom 
are  administering  health  benefits.  If  you  think  of  the  nightmare  for 
a  small  business  person  of  trying  to  administer  benefits  and  nego- 
tiate, that  is  a  system  that  we  are  moving  away  fi-om  and  toward 
another  system  that  is  still  a  privately  administered  system. 

The  alliances  are  private  structures  and  they  are  run  by  pur- 
chasers of  health  care.  We  are  moving  from  a  system  that  have 
millions  of  purchasers  individually  trying  to  negotiate,  individually 
trying  to  administer  benefits,  to  one  where  we  have  consolidated 
purchasing  power,  so  you  have  far  fewer  purchasers  and  as  a  re- 
sult, you  will  have  far  fewer  people  who  are,  in  terms  of  benefit  ne- 
gotiation, and  benefit  structure,  are  doing  that. 

So  there  will  be  a  reduction  in  the  private  sector  bureaucracy  of 
running  health  insurance  benefits. 

With  respect  to  its  costs,  there  are  provisions  in  the  legislation 
which  specifically  limit  the  amount  of  administrative  cost  that  the 
alliances  can  use.  They  are  limited  to  2.5  percent  of  the  premiums 
that  are  collected  in  the  alliance,  and  that  2.5  percent  would  then 
be  used  to  determine,  for  example,  eligibility  for  discounts  among 
other  things. 

Chairman  LaFalce.  Thank  you.  The  time  of  the  gentleman  has 
expired. 

Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman,  and  I  would  like  to 
thank  the  administrator  for  the  many  times  he  has  appeared  before 
us.  I  appreciate  that  access. 

If  I  can  do  a  couple  quick  very  specific  questions  and  then  a  cou- 
ple of  broad  questions  as  my  time  allows.  On  the  charts  that  you 
have  there,  I  see  they  are  based  on  firms  currently  offering  insur- 
ance. For  firms  under  25,  you  show  a  deep  reduction  without  the 
President's  plan  and  with  the  President's  plan. 

How  much  of  that  reduction  is  because  of  the  subsidy  to  firms 
with  under  75  employees  and  their  employees? 

Mr.  Bowles.  I  think  Ken  would  have  to  give  you  the  backup  in- 
formation to  that. 

Mr.  Thorpe.  Much  of  it  is  due  to  that.  If  you  look  at  the  firms 
in  my  head,  I  have  the  ones  under  100  right  now,  but  I  know  that 
in  the  year  2000,  the  firms  under  100  would  save  about  $14  billion. 

That  is,  firms  that  currently  offer  insurance  today  would  have 
savings  of  about  $14  billion  worth  of  capital  that  they  could  rein- 
vest. Much  of  it  is  due  to  the  discount  structure;  the  other  piece 
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of  it  recognizing  the  much  slower  rate  of  increase  in  health  care 
costs.  That  is  probably  equally  as  responsible. 

Mr.  TORKILDSEN.  If  you  could  pull  those  numbers  out  at  a  later 
time,  I  would  appreciate  that. 

Mr.  Bowles.  Seventy-five  percent  of  the  subsidies  goes  to  firms 
under  100.  Fifty  percent  of  that  goes  to  firms  with  50  or  less  em- 
ployees. 

Mr.  ToRKiLDSEN.  A  total  dollar  value  of  the  subsidy  would  also 
be  helpful  as  well.  I  notice  the  charts  are  for  firms  currently  offer- 
ing insurance. 

Do  you  have  any  idea  of  what  you  would  be  talking  about  for  per- 
cent of  payroll  costs  for  firms  who  don't  offer  insurance?  I  know  a 
lot  of  firms  who  don't  offer  insurance  now  are  the  lowest  paying — 
firms  that  have  the  lowest  paying  jobs  out  there,  people  who  work 
in  laundromats,  mom  and  pop  comer  stores,  jobs  that  don't  pay 
very  well. 

What  percentage  of  the  payroll  would  you  be  looking  at  there, 
and  again,  how  much  would  the  subsidy  be,  and  if  you  don't  have 
the  numbers,  I  would  appreciate  them  at  a  later  date  because  those 
are  important. 

Some  of  the  general  questions,  the  whole  nature  of  having  health 
alliances,  you  mentioned  an  example  of  Ace  Hardware.  They  pur- 
chase— collectively  they  can  save  money.  The  thing  is  when  you 
start  a  hardware  store,  no  one  tells  you  you  have  to  join  Ace  Hard- 
ware. You  can  have  the  option  if  it  saves  you  money.  If  it  doesn't, 
you  go  your  own  way. 

Why  can't  firms  of  under  5,000  have  the  option,  if  they  can  pro- 
vide the  same  benefits  you  want  to  provide,  of  doing  that  on  their 
own?  Why  do  they  have  to  go  through  an  alliance  to  do  so?  Why 
can't  they  go  to  the  free  market,  to  another  entity  to  provide  those 
very  same  benefits? 

Mr.  Bowles.  One  of  the  things  that  we  are  looking  at  and  having 
some  discussions  about  now  is,  I  should  say  candidly,  that  there  is 
no  magic  to  the  5,000  number. 

Two,  we  have  looked  at  talking  with  various  associations  that 
currently  allow  their  employees  to  buy  health  care  through  the  as- 
sociation to  allowing  those  associations  to  continue  to  do  tnat  under 
our  plan. 

We  have  had  some  discussions  on  that  and  we  are  taking  that 
into  account  now.  Again,  that  would — that  is  something  that  we 
are  considering.  The  main  thing  we  are  concerned  about  is  adverse 
selection.  That  is  something  that  really  gives  us  a  lot  of  concern 
and  that  is  one  of  the  things  that  we  want  to  make  sure  we  really 
do  guard  against. 

Mr.  TORKILDSEN.  One  follow-up  question.  My  concern  is  that  es- 
pecially for  businesses  that  can't  afford  insurance  now,  even  with 
the  subsidies,  they  may  be  forced  at  looking  at  costs  that  they  have 
to  pay  and  their  only  option  will  be  laying  off  people. 

To  me  it  is  a  very  cruel  program  that  ends  up  with  some  people 
losing  their  jobs  so  other  people  can  have  insurance,  and  I  know 
that  it  is  very,  very  tough  to  say  exactly  where  that  is  going  to  hap- 
pen, but  when  you  have  a  system  that  is  going  to  mandate  cost, 
as  this  one  will,  and  again,  as  rightly  should  be,  small  businesses 
are  very  concerned  about  those  mandates,  oftentimes  their  only  re- 
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course  is  through  layoffs,  and  I  think  we  have  to  look  at  that  one 
very  closely. 

My  final  question  would  be,  given  the  President's  comments  last 
night  about  what  he  is  going  to  insist  on,  how  does  that  affect  some 
of  the  legislation  here? 

Specifically,  Congressman  Cooper,  a  Democrat  from  Tennessee 
has  a  bill  that  does  certainly  increase  access.  It  does  attempt 
some — I  have  heard  to  keep  costs  from  rising  as  much.  I  believe  it 
takes  out  denial  for  preexisting  conditions. 

If  the  Congress  passed  a  bill  like  that,  are  you  saying  President 
Clinton  would  veto  it? 

Mr.  Bowles.  The  President  has  been  very  clear  that  he  will  veto 
any  bill  that  does  not  have  universal  coverage. 

Mr.  TORKILDSEN.  So  from  your  understanding,  does  that  mean  he 
would  veto  the  Cooper  bill? 

Mr.  Bowles.  Let  me  just  say  first  as  I  look  at  the  Cooper  bill, 
again,  as  I  said  in  the  beginning  of  my  comments,  there  are  a  num- 
ber of  things  that  I  personally  and  the  administration  like  about 
each  bill. 

I  made  some  notes  about  the  Cooper  bill  as  an  example.  I  like 
the  fact  that  it  is  based  on  community  rating.  Community  rating 
really  returns  insurance  companies  to  providing  health  plans  rath- 
er than  engaging  in  risk  avoidance. 

I  like  the  fact  that  it  encourages  the  formation  of  buying  groups, 
however,  I  am  concerned  with  the  Cooper  bill  that  the  Dujang 
groups  will  be  very  weak.  I  like  the  fact  that  it  has  renewed  em- 
phasis on  increased  competition. 

It  does  have  consumer  cost  consciousness  in  there.  I  like  the  fact 
that  it  improves  access  in  rural  and  underserved  communities.  It 
does  reduce  paperwork.  It  does  focus  on  malpractice  reform  and  it 
removes  some  of  the  abuses  we  have  talked  about  like  preexisting 
conditions. 

What  I  find  troublesome  about  it  is  that  it  provides  basically 
bare-bones  coverage  and  not  comprehensive  benefits.  It  doesn't  pro- 
vide universal  coverage  and  I  think  that  is  critical  to  end  the  cost 
shifting. 

I  do  believe  the  buying  groups  will  end  up  being  very  weak  with 
companies  less  than  100  employees  required  to  join  the  purchasing 
cooperatives,  and  what  I  think  will  happen  then  is  that  you  will 
have  a  lot  of  small  businesses  that  have  healthy  employees  opt  out 
of  the  buying  groups,  and  the  buying  groups  will  be  left  with  just 
the  uninsured  and  the  currentlv  uninsurable,  the  poor  and  the  in- 
digent, and  that  will  cause  the  buying  groups  to  have  higher  prices 
rather  than  lower. 

Those  are  some  of  the  things  that  cause  me  concern.  I  do  have 
some  problems  with  the  financing,  but  again  I  think  there  are 
positives  and  negatives  of  each  of  the  bills  that  are  before  the  Con- 
gress. 

Mr.  TORKILDSEN.  Even  with  all  those  improvements  then,  there 
certainly  were  quite  a  few,  it  sounds  like  you  are  saying  the  Presi- 
dent would  veto  it. 

Mr.  Bowles.  I  think  the  President  has  been  very  clear  that  he 
will  veto  any  bill  that  does  not  include  universal  coverage. 

Mr.  TORKILDSEN.  Thank  you. 
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Chairman  LaFalce.  I  think  the  position  of  the  President  is  that 
if  you  look  over  the  history  of  the  United  States,  so  many  Presi- 
dents have  attempted  to  bring  about  universal  coverage  and  there 
have  been  so  many  interest  groups  opposing  them,  they  have  been 
unable  to  achieve  this. 

Whether  it  has  been  President  Harry  Truman,  a  good  Democrat, 
or  President  Richard  Nixon,  a  good  Republican,  and  so  he  has  used 
this  opportunity  to  achieve  universal  coverage  as  a  onetime  oppor- 
tunity and  you  either  must  achieve  it  or  go  on  and  try  again  and 
again. 

If  you  accept  anything  short  of  universal  coverage,  you  might  be 
foregoing  universal  coverage,  if  not  for  all  time,  for  the  next  several 
generations. 

Mr.  Mfume  was  to  be  our  next  questioner,  but  he  left.  He  also 
left  me  with  a  number  of  questions,  Mr.  Bowles,  which  we  will  sub- 
mit to  you  and  ask  you  to  respond  to  personally,  and  I  call  on  Mr. 
Tucker. 

Mr.  Tucker.  Thank  you  very  much,  Mr.  Chairman. 

First  of  all,  let  me  ask  unanimous  consent  that  I  can  enter  my 
statement  into  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Mr.  Tucker's  statement  may  be  found  in  the  appendix.] 

Mr.  Tucker.  Mr.  Bowles,  thank  you  for  showing  up  and  for  being 
available  for  us  once  again.  Being  a  freshman  and  being  down  on 
the  totem  pole,  one  finds  that  many  of  one's  questions  are  already 
alluded  to  or  addressed,  so  I  will  not  take  up  too  much  time. 

I  do  want  to  underscore  the  fact  that  Mr.  Torkildsen,  my  col- 
league, asked  you  for  some  detail  on  some  of  the — not  only  the  per- 
centages, but  some  of  the  subsidy  breakdown  also,  and  I  would  too 
like  to  get  that  information.  I  think  that  it  is  important. 

I  think  that  no  matter  where  you  are  representing,  what  con- 
stituency you  are  representing,  certainly  there  is  a  kind  of  a  mixed 
feeling  out  in  the  community  about  the  position  of  small  businesses 
and  their  reaction  to  this  plan. 

Some  are  certainly  supportive  of  the  President,  but  then  others 
are  very  skeptical  in  terms  of  how  it  is  going  to  affect  small  busi- 
nesses. Some  small  businesses  in  my  mind  who  are  already  up  and 
running  are  concerned  about  their  spending  a  higher  percentage  of 
their  payroll  on  health  care  costs. 

Others,  like  those  in  my  district,  who  are  trying  to  just  start  a 
fledgling  and  post- 1992  riot  business  are  concerned  about  the 
amount  of  money  that  the  health  care  is  going  to  cost  them.  Of 
course  your  point  is  that  they  are  not  putting  into  the  till  even  as 
we  speak  and  they  have  to  share  some  of  the  burden  and  I  under- 
stand that. 

But  I  do  want  to  have  that  information  because  I  believe  it  is  im- 
portant to  be  able  to  go  back  to  my  constituencies  and  relate  to 
them  just  how  much  of  a  subsidy  is  a  subsidy.  You  mentioned 
something  like  55  percent  of  those  under  25  employees,  and  I  guess 
the  rest  will  be  spread  among  the  other  75  employees. 

But  that  information  will  be  very  relevant  to  me.  The  other  area 
I  wanted  to  address  is  the  area  of  the  alliances  you  alluded  to  a 
little  earlier  with  the  prior  question.  You  said  purchasers  are  those 
persons  who  are  already — ^you  and  Dr.  Thorpe  talked  about  those 
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persons  who  are  already  purchasers  and  doing  those  kinds  of 
things  today. 

My  understanding  from  you  is  that  that  would  be  handled  on  the 
State  level.  Are  those  going  to  be  State  political  appointees?  Do  you 
have  any  more  information  as  to  how — I  guess  my  question  is, 
what  kind  of  accountability  will  there  be  there? 

Unlike  elected  officials  who,  when  we  make  a  mistake  or  we  do 
this  or  the  other,  the  public  holds  us  accountable  and  says,  term 
limits,  you  are  out.  What  happens  with  the  representatives  within 
this  alliance? 

Mr.  Bowles.  Let  me  answer  the  first  part.  Then  Dr.  Thorpe  will 
come  in.  First  of  all,  I  do  think  the  alliances  are  an  important  part 
of  the  President's  plan  and,  again,  you  have  to  realize  the  primary 
role  of  the  alliances  is  really  to  drive  down  the  cost  of  health  care, 
to  really  give  some  market  power  to  the  small  business  owners. 

Today  the  small  business  owners  have  no  market  power,  plus  we 
don't  have  any  benefits  department,  so  we  have  to  do  all  the  work 
ourselves  and  we  have  to  take  time  away  from  our  valued  cus- 
tomers and  managing  our  business,  to  try  to  sit  down  and  negotiate 
with  the  insurance  company,  and  it  really  is  almost  a 
nonnegotiation.  But  by  bringing  the  small  businesses  together  in 
one  efficient  buying  group,  it  really  will  change  the  supply  and  de- 
mand equation. 

It  really  will  shift  the  power  of  the  marketplace  to  favoring  the 
consumer  as  opposed  to  favoring  the  supplier  of  health  care.  But 
also  today  for  the  small  business  owner,  about  40  percent  of  their 
cost  goes  to  administrative  costs,  and  that  would  be  drastically  re- 
ducea  by  having  an  efficient  buying  organization  there. 

Mr.  Tucker.  And  you  feel  that  that  is  markedly  different  and 
has  more  impact  than  under  the  Cooper  plan? 

Mr,  Bowles.  I  think  absolutely,  because,  again,  you  will  have  a 
much  broader  mass  of  buying  structure  there  and  the  community 
rating  will  be  spread  among  a  much  larger  group,  and  I  think  that 
clearly  will  give  much  more  strength  to  the  buying  group  to  bring 
down  the  cost  of  health  care,  and  again  this  is  not  something  that 
works  in  theory. 

Where  it  has  been  tried,  it  works  in  fact.  Again  I  referred  to 
Calpers  earlier  whose  cost  went  up  3.1  percent  as  opposed  to  13.2 
percent  of  the  other  folks  in  California,  and  you  can  look  at  many, 
many  other  examples  that  we  have.  We  can  get  those  examples  to 
you  if  you  would  like. 

Again,  the  role  of  the  buying  group  really  is  threefold.  First,  they 
will  contract  with,  negotiate  and  pay  the  providers  of  health  care. 
Two,  they  collect  the  premiums,  and  three,  they  will  provide  the 
consumer  with  information  they  need  about  quality  and  cost,  and 
that  really  is  the  basic  role. 

Ken,  you  can  address  the  other  part  if  you  like. 

Mr.  Thorpe.  I  think  clearly  the  purchasers  in  the  alliance  has 
a  clear  directive  and  their  directive  is  to  keep  the  growth  in  health 
insurance  premiums  at  the  rate  that  is  outlined  in  the  legislation 
and  as  Erskine  talked  about,  there  are  several  tools  that  they  have 
to  do  that. 

If,  however,  for  whatever  reason,  they  are  not  doing  their  job, 
they  are  not  effective,  they  can  be  and  would  likely  be  removed. 
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They  would  be  replaced.  Pressure  would  come  from  within  the  alli- 
ance and  those  who  appointed  them  in  the  State  do  have  oppor- 
tunity to  make  substitutions  and  fire  them  if  they  are  not  doing 
their  job. 

Their  job  is  quite  clear  in  the  legislation  with  respect  to  what 
they  must  do.  If  they  don't  do  their  job,  then  they  can  and  will  like- 
ly be  removed. 

Chairman  LaFalce.  Mr.  Ramstad. 

Mr.  Ramstad.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  thank  you  for  your  patience  and  for  being  here 
today.  When  you  recited  the  litany  of  cost  saving  measures  in  the 
Clinton  proposal,  you  highlighted  tort  reform. 

I  put  my  lawyer  hat  on  when  reading  the  proposal  and  noted 
that  there  is  no  elimination  of  joint  and  several  liability.  There  is 
no  cap  on  damages  whatsoever.  There  are  no  limits  on  punitive 
damages  in  any  way.  What  tort  reform? 

Mr.  Bowles.  I  think  there  are  three  areas  that  I  looked  at,  and 
again,  not  being  a  lawyer,  I  certainly  wouldn't  want  to  try  to  get 
into  a  discussion  with  you  on  that,  but  basically  there  are  several 
things  from  a  malpractice  reform  viewpoint  that  I  have  looked  at 
that  seem  to  make  good  sense  to  me. 

First,  there  is  alternate  dispute  mechanisms  in  there.  Second, 
there  are  caps  on  the  amount  that  can  be  paid  to  lawyers  involved 
in  malpractice,  and,  three,  there  are  clinical  paths  that  are  outlined 
to  help  the  doctors  know  what  they  can  do  without  subjecting 
themselves  to  legal  procedures. 

So  those  are  the  three  areas  that  I  was  referring  to  and  I  meant 
to  say  malpractice  reform,  not  tort  reform. 

Chairman  LaFalce.  Could  I  interject  for  a  second,  please? 

Mr.  Ramstad.  Yes. 

Chairman  LaFalce.  I  am  just  curious,  because  health  care  is 
going  to  be  provided  for  every  individual  for  the  rest  of  their  lives, 
doesn't  this  mean  that  future  health  care  costs,  which  ordinarily 
comprise  such  a  large  portion  of  either  settlements  or  jury  verdicts, 
would  be  excluded  from  the  remedies  and  therefore  automatically 
decrease  the  cost  of  any  action? 

Mr.  Thorpe.  Certainly  the  cost  balance  stream  could  be  de- 
creased because  the  growth  in  health  spending  is  going  to  be  much 
slower. 

Chairman  LaFalce.  Not  growth.  I  am  talking  about— is  there 
something  within  the  bill  or  couldn't  there  be  something  within  the 
bill  that  says,  you  can't  have  a  tort  action,  future  health  care  costs 
included,  because  these  ftiture  health  care  costs  are  going  to  be 
provided  for  under  this  universal  coverage  for  all  time. 

Mr.  Ramstad.  Mr.  Chairman,  that  is  certainly  not  in  the  bill. 

Chairman  LaFalce.  That  will  not  count  toward  your  time. 

Mr.  Ramstad.  Thank  you,  Mr.  Chairman.  I  don't  think  that 
counts  toward  health  care  reform  either.  It  is  not  in  the  bill  cer- 
tainly. 

Chairman  LaFalce.  It  could  be. 

Mr.  Ramstad.  Yes,  it  could  be.  I  am  looking  forward  to  a  discus- 
sion on  your  amendment,  Mr.  Chairman,  to  that  effect,  but  my 
brother  is  a  trial  lawyer.  I  know  the  trial  lawyers.  They  are  not  op- 
posing this.  It  is  not  real  tort  reform.  Let's  not  kid  ourselves.  It  is 
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not  going  to  do  anything  to  bring  down  defensive  medicine  costs 
which  are  certainly  escalating  health  care  costs. 

I  am  sure  you  would  recognize  that.  I  think  anyone  who  touts 
this  as  a  major  reform  as  far  as  medical  malpractice  liability  insur- 
ance and  tort  reform  is  concerned,  is  really  engaging,  I  think,  in 
hyperbole.  I  don't  mean  that  comment  directed  to  you,  Mr.  Bowles, 
but  there  is  no  real  tort  reform  in  the  plan,  as  most  trial  lawyers 
would  tell  you. 

I  am  encouraged,  I  must  say,  in  asking  another  question  and 
shifting  gears  here.  It  seems  there  is  one  area  of  possible  com- 
promise and  that  sentiment  was  reinforced  in  your  colloquy  with 
Mr.  Torkildsen  here  today.  That  is,  it  seems  to  me  the  alliances, 
if  they  are  indeed  in  a  position  to  provide  quality  health  care  at 
low  prices,  as  the  administration  contends,  that  they  should  be  al- 
lowed to  compete  with  other  insurance  policies.  It  certainly  seems 
to  me  the  mandatory  versus  voluntary  nature  of  these  health  alli- 
ances is  one  area  of  possible  compromise.  I  was  certainly  encour- 
aged by  your  response  to  Mr.  Torkildsen's  questions  today. 

Do  you  see  that  as  one  area  of  possible  compromise? 

Mr.  Bowles.  I  certainly  see  it  as  one  area  that  we  definitely 
should  pursue.  I  think  there  is  a  lot  of  merit  on  the  side  of  allowing 
associations  to  continue  to  operate. 

I  do  remain  concerned  about  adverse  selection  and  I  do  remain 
concerned  about  discrimination  within  the  association,  but  assum- 
ing that  we  could  work  around  those  two  factors,  I  think  it  is  some- 
thing that  we  definitely  will  continue  to  discuss  and  to  consider. 

Mr.  Ramstad.  Finally,  Mr.  Chairman,  I  just  want  to  make  one 
comment.  I  promised  a  group  of  my  constituents  I  would  pass  this 
on  to  the  administration.  This  is  probably  my  best  shot,  maybe  my 
only  shot,  but  I  met  with  a  very  large  group  of  commercial  real  es- 
tate people  from  Minnesota  last  week.  Their  tenants  are  exclu- 
sively small  business  owners.  They  said  that  most  of  the  small 
business  owners  who  are  negotiating  leases  right  now  are  request- 
ing a  specific  clause  in  their  long-term  leases  that  allows  them  to 
get  out  of  the  contract  if  the  Clinton  health  care  plan  passes. 

So  the  plan  is  certinly  not  inspiring  the  confidence  that  you  sug- 
gest on  the  part  of  the  small  business  owners,  at  least  that — and 
this  is  anecdotal  obviously,  not  exhaustive  research,  but  nonethe- 
less, I  think  it  is  significant,  and  I  was  interested  in  some  com- 
ments at  the  other  end  of  the  table. 

I  talked  to  a  friend  of  mine  and  his  accountant.  He  owns  three 
Burger  Kings  in  our  district.  He  showed  me  how  he  operates  on  a 
2  percent  profit  margin  and  how  he  would  be  forced  to  lay  off  45 
workers.  My  best  friend  and  his  partner  owned  two  restaurants  in 
my  district.  They  would  have  to  lay  off  approximately  50  employees 
if  this  plan  goes  into  effect. 

You  know,  I  think  there  are  a  lot  of  concerns  out  there.  Hope- 
fully, in  the  final  analysis,  we  can  come  up  with  a  hybrid  that  com- 
bines some  real  cost  containment  and  universal  coverage  in  a  way 
that  is  not  going  to  cause  massive  job  losses. 

I  thank  you  again,  Mr.  Bowles,  for  being  here  today. 

Mr.  Bowles.  Thank  you,  and  Congressman,  I  would  be  happy  to 
meet  with  you  any  time. 
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Chairman  LaFalce.  Let  me  just  follow  up  on  some  of  the  things 
that  Mr.  Ramstad  raised.  Isn't  there  a  provision  within  the  Presi- 
dent's proposal  that  would  eliminate  double-dipping  so  that  you 
couldn't  collect  twice  from  two  different  insurers,  for  example? 

Mr.  Manzullo.  Collateral  source. 

Chairman  LaFalce.  Don,  do  you  want  to — collateral  source. 

Mr.  Manzullo.  The  collateral  source  rule  would  still  apply  in 
certain  States.  For  example,  the  State  of  Illinois  kicks  it  in  at  med- 
ical bills  in  excess  of  $25,000,  so  I  presume  those  parts  of  the  legis- 
lation will  still  be  there. 

Chairman  LaFalce.  Didn't  I  read  of  some  provision  that  elimi- 
nates doubling-dipping  in  that  sense,  that  is,  collecting  twice  for 
the  same 

Mr.  Thorpe.  I  don't  remember  anything  specifically  in  the  legis- 
lation that  does  that.  I  mean,  again,  as  Mr.  Manzullo  pointed  out, 
there  are  existing  State  laws  that,  in  particular,  contingency  fees, 
collateral  source  rules,  that  are  more  aggressive  than  what  we 
have  put  forth  and  obviously  those  would  persist. 

Chairman  LaFalce.  When  reference  was  made  to  Burger  King, 
most  of  the  franchise  restaurants  have  very  low  wage  workers,  so 
most  of  them  I  would  think  would  qualify  for  the  3.5  percent,  which 
is  the  deepest  subsidy.  When  was  the  last  year  in  which  we  had 
an  increase  in  the  minimum  wage? 

Mr.  Thorpe.  It  has  been  quite  recently,  2  or  3  years  ago,  I  be- 
lieve. 

Chairman  LaFalce.  Two  or  3  year?  or  so.  The  cost-of-living  has 
increased  approximately  3  percent  per  year.  So  3.5  percent  would 
be  approximately  what  one  year's  increase  in  the  minimum  wage 
would  have  been  if  you  were  increasing  it  according  to  this  cost- 
of-living. 

It  is  my  understanding  the  administration  has  not  pursued  an 
adjustment  in  the  minimum  wage,  at  least  in  part  because  of  the 
fact  that  they  want  to  pursue  health  care  reform  first  and  so  they 
have  delayed  this  minimum  wage  increase  effort.  Is  that  correct? 

Mr.  Thorpe.  Well,  with  respect  to  the  minimum  wage,  I  think 
it  is  fair  to  point  out  that  what  we  are  talking  about  in  terms  of 
the  cost  of  small  business  is,  A,  substantially  less  than  the  previous 
minimum  wage  increase,  and,  second,  I  think  it  is  really  very  im- 
portant to  point  out  is  that  if  you  look  at  the  studies  that  have 
tracked  through  how  firms  adjusted  to  the  minimum  wage,  they 

found  some  very  interesting  results  are,  primarily 

Chairman  LaFalce.  Which  differed  somewhat  from  what  they 
argued  would  happen  to  them  beforehand. 

Mr.  Thorpe.  The  results  were  there  was  no  deductible  effect  at 
all  on  Jobs.  Two  things  happened.  It  leveled  the  playing  field  so 
that  all  Burger  Kings  were  in  the  same  boat  so  to  speak. 
Chairman  LaFalce.  And  all  competitors  of  Burger  King? 
Mr.  Thorpe.  All  competitors. 

Chairman  LaFalce.  You  are  not  dealing  with  international  com- 
petition, though.  The  competition  is  not  only  domestic,  it  is  very 

local. 

Mr.  Thorpe.  If  you  have  to  look  at  the  total  costs  of  Burger  King 
in  providing  and  dealing  with  labor,  the  turnover  costs  and  the 
quality  of  worker  and  the  number  of  turnovers  that  they  had  in 
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firms  that  were  primarily  affected  by  the  minimum  wage,  and 
there  are  several  studies  that  economists  at  Princeton  have  looked 
at  in  this,  found  that  from  an  employer's  standpoint,  the  search 
time,  the  job  cost  piece  of  this  fell  dramatically  because  having,  in 
this  case  a  higher  wage,  in  our  case,  we  believe,  continuous  bene- 
fits, will  do  a  lot  to  retain  workers  within  the  firm. 

So  if  you  look  at  the  cost  to  the  employer,  you  can't  simply,  is 
the  point  I  was  making  before,  look  at  the  change  on  the  benefits 
side.  You  have  to  look  at  it  in  the  broadest  impacts  of  the  proposal 
and  a  big  piece  of  this  is  what  happens  to  retaining  high  quahty 
labor. 

Chairman  LaFalce.  Surely.  Thank  you. 

Mr.  Conyers. 

Mr.  Conyers.  Thank  you,  and  good  morning.  I  am  delighted 
that — Mr.  Chairman,  that  you  chose  to  take  this  subject  up.  It  is 
very  important,  very  timely.  I  am  one  of  those  who  support  the  sin- 
gle-payer concept  like  many  do  on  the  Hill,  and  we  see  an  efficiency 
that  is  perhaps  better  than  any  in  terms  of  the  administrative 
costs,  particularly  with  reference  to  small  business. 

Mr.  Bowles,  your  original  comments  about  the  particular  prob- 
lems of  small  business  are  really  very  important,  and  I  am  just 
wondering  if  everybody  is  aware  of  the  fact  that  we  have  so  many 
problems  with  small  business,  and  yet  there  is  so  much  misin- 
formation and  fear  of  change  that  is  surrounding  this  discussion, 
in  a  way,  if  we  could  separate  out  the  misunderstandings  and  fears 
and  look  at  this  thing  in  a  more  scientific  or  academic  way,  I  think 
there  would  be  a  lot  less  gnashing  of  teeth. 

I  don't  know  how  that  is  supposed  to  happen,  but  here  the  com- 
mittee knows,  as  well  as  the  Chairman,  that  small  firms  have  been 
victimized  under  the  present  system.  Little  Jenny's  Chinese  Res- 
taurant which  hung  out  with  Blue  Cross  for  as  long  as  it  could,  I 
think  they  had  some  older  employees  and  the  rates  kept  going  up 
until  finally  they  had  to — ^they  just  couldn't  stand  it  anymore. 

You  get  a  notice  of  a  30  percent  increase  starting  the  month  after 
next,  you  know  what  that  is  going  to  do  to  your  profit  margin.  So 
they  moved  to  another  insurance  company  which  gave  far  less  ben- 
efits but  held  out  something  and  they  are  working  with  them  now. 

So  that  is  the  problem  that  these  small  firms  are  caught  in,  and 
they  have  been  at  the  mercy  of  the  insurance  industry  for  all  these 
years.  Now,  we  have  a  situation  where  we  are  trying  to  make  the 
change,  and  lo  and  behold,  people  are  planning  to  go  out  of  busi- 
ness and  leap  oflF  tall  buildings  and  everything  is  perhaps  based  on 
not  the  clearest  understanding  of  what  these  different  plans  offer, 
and  I  was  wondering  if  you  would  once  again  try  to  lay  out  how 
some  of  this  misinformation  comes  about,  and  how  this  committee 
and  ourselves  as  Members  concerned  about  perhaps  the  most  im- 
portant social  issue  that  will  occur  in  our  day,  may  help  address 
them  in  a  rational  way. 

Mr.  Bowles.  Mr.  Chairman,  I  could  not  agree  with  you  more.  I 
do  hope  that  this  discussion  will  go  to  the  facts  and  away  from  the 
rhetoric.  You  could  not  design  a  more  antismall  business  health 
care  system  than  the  one  we  nave  today. 

I  mean,  that  is  a  fact,  and  when  we  talk  about  health  care  costs 
going  up,  if  we  don't  have  reform,  costs  to  every  single  small  busi- 
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ness  that  currently  offers  health  care  are  is  going  to  go  up  and  are 
going  to  go  up  substantially  because  historically  they  have  gone  up 
20  to  50  percent  a  year.  And  every  small  business  that  currentlv 
doesn't  have  health  care,  and  the  vast  majority  of  those  who  don  t 
want  to  provide  it  to  their  employees,  they  are  going  to  have  a  less- 
er probability  that  they  can  because  the  cost  is  going  to  continue 
to  escalate  and  unfortunately,  not  only  will  the  costs  continue  to  es- 
calate, but  the  type  of  insurance  they  are  going  to  be  able  to  offer 
their  families  and  their  employees  is  going  to  be  worse  and  worse. 

They  are  going  to  be  left  with  a  more  bare-bones  package  be- 
cause they  are  going  to  be  able  to  afford  less  and  less  for  more  and 
more,  or  the  deductible  is  going  to  be  so  high  that  it  is  going  to 
be  just  catastrophic  coverage.  If  the  deductible  is  too  high,  it  tells 
people  to  make  counter  intuitive  decisions.  It  causes  them  not  to 
seek  preventive  care,  when  we  know  that  an  ounce  of  prevention 
really  does  save  a  pound  of  cure. 

So  we  must  do  something  to  reform  the  health  care  system.  It 
is  for  the  sake  of  the  small  business  people  and  for  the  individuals 
who  are  the  most  vulnerable  people  in  our  society  today,  and  if  we 
don't  do  something  that  includes  universal  coverage,  the  cost  shift- 
ing that  occurs  in  the  marketplace  today  will  continue  to  be  shifted 
onto  the  backs  of  the  small  business  owners,  and  so,  again,  I  hope 
we  will  look  at  the  facts  and  we  will  talk  with  reason,  and  then 
make  a  decision  as  to  what  is  best  for  all  people. 

Mr.  CONYERS.  I  thank  you.  I  think  that  is  very  good. 

Do  I  have  anything  left? 

Chairman  LaFalce.  No,  you  do  not.  Sorry.  You  have  a  lot  left, 
but  no  time  left. 

Mr.  CoNYERS.  Could  I  just  close  with  the  mere  observation  that 
there  are  different  kinds  of  small  business,  Mr.  Chairman,  and  it 
is  very  easy  in  this  kind  of  setting  for  everybody  to  quote  from  a 
small  business  association  about  a  clause  and  someone  else  give 
this,  and  we  are  looking  at  parts  of  an  elephant. 

There  are  some  small  businesses  that  are  doing  a  good  job  and 
have  insurance.  They  are  going  to  be  in  more  trouble,  as  you  say, 
without  us  making  some  changes.  They  can't  go  on.  There  are  oth- 
ers that  don't  have  insurance.  There  are  small  part-time,  mom  and 
pop. 

It  is  going  to  be  hard  for  them,  but  we  have  got  to  make  that 
adjustment  and  that  was  my  closing  observation. 

Chairman  LaFalce.  I  thank  the  gentleman  for  his  remarks.  I 
share  his  sentiments  100  percent. 

Mr.  Portman. 

Mr.  Portman.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
holding  these  hearings  on  the  morning  after  the  President's  speech. 
I  think  it  is  timely  indeed  and  I  really  appreciate  your  coming 
again  before  us,  Mr.  Bowles,  and  being  generally  accessible  to  those 
of  us  on  both  sides  of  the  aisle. 

I  have  a  comment,  I  have  a  plea,  and  then  I  have  a  quick  ques- 
tion. My  comment  really  goes  to  my  view  of  health  care  as  I  have 
seen  it  back  in  the  district  and  coming  from  a  small  business  back- 
ground. I  am  from  the  Cincinnati  area.  I  heard  a  wise  person  say 
recently,  just  because  we  have  flaws  in  the  current  system  doesn't 
mean  that  what  we  are  going  to  do  isn't  going  to  make  it  worse. 
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and  that  is  kind  of  the  view  that  I  am  getting  from  my  district, 
particularly  from  small  business  owners. 

There  are  a  lot  of  concerns,  many  of  which  have  been  expressed 
today:  the  bureaucracy  that  it  does  create,  the  costs  both  to  the 
taxpayer  or  to  the  deficit.  There  are  concerns  about  the  quality  of 
health  care  because  of  the  global  budgets  and  the  National  Health 
Care  Board  and  so  on. 

To  small  business  I  think  there  are  some  very  specific  concerns 
that  have  been  addressed  today.  I  am  sure  you  hear  them  when 
you  are  out  and  about  talking  with  your  constituents,  which  is 
small  business.  The  payroll  costs,  of  course;  how  these  subsidies 
would  work;  what  kind  of  determination  would  have  to  be  made, 
what  kind  of  bureaucracy  is  involved  there,  what  kind  of  adjudica- 
tions would  have  to  be  set  in  place  in  order  to  determine  who  gets 
subsidies,  who  doesn't,  sliding  payrolls  and  taxes,  and  so  on. 

It  seems  to  many  of  my  constituents  I  talk  to  that  it  would  be 
a  very  complex  system,  one  they  don't  trust.  I  also  think  that  the 
jobs  issue  is  a  real  one.  I  have  been  at  10  town  meetings  in  the 
last  6  months.  At  every  one  of  those  town  meetings,  not  just  the 
two  specifically  on  health  care,  but  in  every  one  of  them  health 
care  has  been  the  issue.  It  hasn't  been  crime,  welfare  reform, 
hasn't  been  Government  spending,  and  I  have  heard  the  stories. 

I  have  got  the  anecdotes  that  Jim  Ramstad  talked  about  a  mo- 
ment ago.  I  have  had  construction  people  come  up  to  me  and  say 
it  is  real  simple.  We  have  done  the  arithmetic.  It  is  not  that  they 
don't  have  the  facts.  They  have  looked  at  the  bill,  they  have  looked 
through  their  financials.  They  have  determined  they  can  buy  a  skid 
steer,  for  example,  rather  than  hiring  three  or  four  seasonal  work- 
ers. So  it  is  going  to  have  an  impact  on  jobs.  I  think  we  have  to 
realize  it. 

Let  me  go  back  and  let  me  say  a  number  of  things  you  said 
makes  sense.  You  talked  about  the  COSE  up  in  Cleveland,  Calpers 
Program,  malpractice  reform,  the  need  to  have  simplification  of 
forms  and  so  on;  you  talked  about  preexisting  conditions. 

It  is  my  view  that  by  the  operation  of  market  forces  and  by  some 
limited  reforms,  we  can  handle  all  of  those  things.  The  Calpers  sys- 
tem is  a  system  that  is  working  quite  well.  I  heard  a  discussion 
about  it  this  morning.  It  is  very  consistent,  I  think,  with  the  Coo- 
per/Gran dy  approach. 

The  COSE  system  up  in  Cleveland,  again,  that  system  is  working 
quite  well.  Let's  not  destroy  it  with  what  would  happen  under  the 
Clinton  plan.  In  Cincinnati,  we  happen  to  have  a  Chamber  of  Com- 
merce program  that  is  similar  to  COSE  working  quite  well. 

Nationally  we  learned  the  annual  cost  increases  are  in  the  5.5 
percent  range  in  the  last  calendar  year.  Market  forces  are  working. 
They  are  really  working  to  get  these  costs  down,  and  it  is  not  just 
benefiting  the  big  boys,  because  the  Procter  and  Gambles  and  the 
General  Electrics  and  the  larger  companies  that  are  negotiating 
these  agreements  with  the  intermediaries  and  providers  are  bene- 
fiting the  small  businesses  in  my  area  because  the  same  plans  are 
trickling  down. 

I  guess  what  I  would  say  is  I  would  make  a  plea  to  you  as  the 
small  business  advocate  in  this  administration,  as  a  person  who,  as 
you  said  earlier,  is  bringing  the  concerns  of  small  business  to  the 
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President,  that  you  ask  the  President  to  go  slow.  To  look  at  what 
is  really  going  to  happen  to  small  business,  to  consider  before  we 
take  one  seventh  of  the  economy  and  put  it  under  what  I  think  is 
a  bureaucratic  approach,  to  look  at  some  of  these  alternative  plans, 
not  to  draw  the  line  in  the  sand  at  so-called  universal  coverage.  To 
look  at  programs  like  the  Cooper/Grandy  bill  that  has  about  10 
ways  to  get  at  access  and  allow  the  market  forces  to  work  on  the 
cost  side  with  some  help  from  the  insurance  reforms  you  talked 
about  earlier  that  I  agree  with,  and  I  think  most  of  my  colleagues 
on  this  side  agree  with. 

So  that  is  a  plea  to  you.  I  know  you  are  an  advocate  for  this  plan. 
I  would  ask  you  at  least  in  your  private  discussions  that  you  really 
look  carefully  and  think  carefully  about  maybe  a  slower  approach 
that  doesn't  have  such  an  impact  on  small  business. 

I  think  they  take  a  disproportionate  hit  under  this  plan.  I  think 
there  is  cost  shifting  under  this  plan  and  the  cost  shifting  is  from 
the  big  guys  to  the  small  guys.  I  think  it  is  unfortunate.  We  have 
seen  a  lot  of  data  about  job  loss,  I  have  got  the  stories  again  as 
Jim  Ramstad  did.  Will  you  all  give  us  your  best  assessment,  if  not 
today,  then  in  the  fiiture  as  to  what  you  think  the  job  losses  will 
be  among  those  small  businesses,  whether  it  is  under  100  employ- 
ees or  50  or  75  that  do  not  currently  have  health  insurance. 

Is  there  any  data  that  you  trust  and  have  you  done  your  own  re- 
search in  that  area  and  what  specifically  would  you  all  think  the 
numbers  would  be? 

Mr.  Bowles.  I  am  going  to  let  Dr.  Thorpe  talk  to  the  job  loss  sit- 
uation in  just  a  second  because  he  does  have  the  data  that  I  do  not 
have,  but  let  me  address  one  of  your  principal  points. 

I  hope  we  will  have  other  chances  to  talk,  and  I  can  have  your 
input  into  the  plan  and  also  the  input  of  your  constituents.  I  wel- 
come the  chance  to  share  that  with  the  President  and  share  it  with 
the  health  care  team. 

We  look  forward  to  having  the  kind  of  positive  impact  you  could 
have  from  a  rational  discussion  of  ways  that  we  can  change  our 
plan  so  it  will  work  better  for  the  small  business  community.  We 
don't  purport  to  have  all  the  answers. 

We  hope  that  we  can  reach  a  reasonable  solution  to  this  problem 
and  to  this  crisis  that  we  believe  exists  in  the  health  care  system. 

I  will  say  on  your  second  point  that  you  made,  talking  about  the 
market  forces  bringing  down  the  cost  of  health  care,  I  believe 
health  care  inflation  is  now  in  the  5.5  percent  area.  I  do  remind 
you  that  that  is  still  two  times  the  rate  of  inflation  in  the  country. 
So  it  is  still  a  significant  problem. 

I  also  will  remind  you  that  there  have  been  two  really  significant 
efforts  to  instill  some  real  cost  control  into  the  health  care  system 
and  to  remove  some  of  the  abuses.  The  first  was  done  in  1973  when 
President  Nixon  went  to  the  Congress  with  his  plan.  Health  care, 
inflation  was  around  9  percent. 

As  soon  as  he  went  to  the  Congress,  magically,  inflation  dropped 
almost  overnight  to  the  3.2  percent  level  and  then  after  the  plan 
failed,  it  shot  right  back  up. 

President  Carter  did  the  same  thing  in  1979  when  health  care 
inflation  was  around  5  percent.  Magically  it  dropped  to  almost  1 
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percent  and  then  right  after  the  Carter  plan  failed,  it  went  back 
to  the  5  to  6  to  7  percent  area. 

So  don't  let  what  is  going  on  now  influence  you  too  much  that 
the  spiraling  costs  of  health  care  have  been  brought  under  control. 
They  are  still  growing  at  two  times  the  rate  of  general  inflation 
and  we  have  a  significant  problem  in  the  long  term  if  we  don't  do 
something  to  bring  down  the  cost  of  health  care. 

Chairman  LaFalce.  Thank  you.  Your  time  has  expired.  Sec- 
retary Shalala  had  an  excellent  op-ed  piece  in  yesterday's  Washing- 
ton Post  addressing  that  point. 

It  is  amazing  the  impact  upon  insurers  when  a  Damocles  and 
sword  is  hung  over  their  head  and  it  is  amazing  what  happens  if 
that  Damoclean  sword  should  be  removed. 

Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  find  a  little  humor  in  your  comment  about  the 
minimum  wage  that  the  administration  would  prefer  to  pass  this 
first,  that  is,  the  health  care  plan.  I  think  there  is  really  some 
merit  to  that  though  because  I  think  once  you  pass  this  type  of 
health  care  plan,  you  may  see  then  an  attempt  or  a  push  for  the 
increase  in  minimum  wage  for  two  reasons. 

One  would  be  to  lower  the  subsidy  that  would  be  paid  to  those 
small  businesses  because  it  would  raise  the  average  rate  of  payroll 
and  then  two,  it  would  increase  the  tax  on  the  payroll  from  the  in- 
crease in  payroll. 

Chairman  LaFalce.  I  think  the  primary  purpose  would  be  to 

five  a  just  wage  to  individuals.  There  would  be  secondary  effects, 
owever,  and  I  would  not  deny  the  secondary  effects  that  you  men- 
tioned. 

Mr.  Collins.  I  am  glad  you  wouldn't  deny  that. 

Chairman  LaFalce.  But  we  must  always  distinguish  between 
primary  purposes  and  effects  and  secondary  effects. 

Mr.  Collins.  I  don't  deny  some  things  here.  I  just  got  back  from 
a  physical  and  the  doctor  asked  me,  was  I  as  trim  and  slim  as  my 
Chairman.  I  didn't  deny  that  I  was.  Or  that  I  am.  Mr.  Bowles — 
that  is  all  in  humor. 

Chairman  LaFalce.  Certainly. 

Mr.  Collins.  Mr.  Bowles,  you  mentioned,  you  call  these  pre- 
miums that  will  be  paid  by  small  business.  I  would  think  I  am  not 
this  old,  but  just  knowing  how  to  operate  a  small  business,  deduct- 
ing social  security  and  contributing  to  social  security  kind  of  the 
employee/employer's  share  plan  for  a  number  of  years,  about  35,  it 
was  sold  as  a  pinch  and  not  as  a  payroll  tax,  but,  however,  it  is 
a  payroll  tax. 

Medicare  came  along  and  it  is  too  a  payroll  tax,  and  we  have 
seen  adjustments  in  each  over  the  years.  Now,  both  being  over  15 
percent  of  payroll.  Medicare  and  the  tax  bill  just  had  the  caps  re- 
moved where  you  pay  that  Medicare  insurance  on  all  earned  in- 
come, so  that  is  a  fear  among  small  business  people. 

Back  during  a  previous  meeting  that  we  were  holding  and  you 
were  testifying,  it  was  prior  to  the  tax  bill,  I  asked  you  a  question 
about  the  tax  bill  itself  in  your  preparations  or  pro  formas  for  busi- 
ness who  are  applying,  a  new  business  who  are  applying  to  you  for 
loans. 
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This  is  exactly  how  you  advised  those  businesses  in  that  pro 
forma,  the  effect  of  a  tax  increase,  and  your  comment  was,  well,  we 
have  to  advise  them  that  it  will  be  negative.  It  will  have  a  negative 
impact  on  them  and  this  I  think  would  be  the  same  type  of  advice 
because  it  is  going  to  be  a  payroll  tax.  Call  it  premium  or  you  call 
it  whatever  you  want,  but  it  is  going  to  pertain  to  their  payroll  and 
wages. 

Now,  a  couple  of  questions,  one,  if  this  is  such  a  good  deal  and 
it  is  going  to  do  exactly  what  all  you  are  saying  and  you  are  stating 
and  claiming  and  the  President  is  stating  and  claiming,  why  make 
it  a  mandate?  Why  not  make  it  an  option  so  that  if  it  is  working 
that  great,  everybody  will  want  a  piece  of  it  rather  than  being 
forced  into  it  to  begin  with? 

Mr.  Bowles.  Thank  you,  Mr.  Collins.  Let  me  first  address  the 
tax  question.  I  do  not  believe  this  is  a  tax  by  any  stretch  of  the 
imagination.  I  see  it  much  more  similar  to  requiring  you  to  have 
automobile  insurance  or  a  requirement  that  you  pay  the  minimum 
wage  or  a  requirement  that  you  pay  time  and  a  half  for  your  em- 
ployees at  your  trucking  company  when  they  work  overtime.  I 
think  that  is  a  much  more  analogous  example  of  what  this  is. 

Two,  if  you  believe  in  universal  coverage,  which  I  clearly  do  be- 
cause I  beheve  under  the  current  system  that  the  cost  is  being 
shifted  onto  the  backs  of  small  business  and  that  cost  is  causing 
us  to  have  annual  increases  in  the  cost  of  our  health  care  of  20  to 
50  percent  a  year,  and  it  is  causing  us  to  be  able  to  afford  only 
bare-bones  coverage  or  something  that  has  such  a  huge  deductible 
it  only  covers  catastrophic  events.  In  other  words,  not  very  good  in- 
surance, insurance  that  is  subjected  to  every  abuse  in  the  health 
care  system.  There  are  only  a  couple  of  ways  to  get  to  universal 
coverage  and  one  is  a  single  payer  system  which  goes  to  a  complete 
Government  control  system. 

The  second  is  an  individual  mandate  and  the  third  is  the  em- 
ployer mandate,  and  I  believe  that  the  system  that  we  have  pro- 
posed builds  upon  our  current  system  of  private  sector  health  care. 
It  builds  upon  our  current  system  of  employer-based  coverage.  It 
builds  upon  our  current  system  of  choice  of  doctors  and  plans,  and 
it  builds  upon  our  current  system  of  high  quality  American  health 
care,  and  that  is  why  I  favor  it. 

Mr.  Collins.  You  didn't  answer  my  question  as  to  why  you 
would  not  make  it  an  option  if  it  is  such  a  pie  in  the  sky.  Why  not 
let  people  opt  to  participate  in  it  rather  than  just  mandate  they  do? 

You  know,  I  have  an  option  of  whether  to  own  an  automobile  or 
not,  whether  or  not  the  State  of  Georgia  requires  me  to  have  insur- 
ance on  it  or  not.  I  still  have  the  option  of  even  owning  one. 

Mr.  Bowles.  But,  Congressman,  in  your  business,  you  don't  have 
the  option  of  whether  you  pay  the  minimum  wage  or  whether  you 
pay  time  and  a  half  for  overtime.  I  believe  this  is  the  best  way  to 
bring  universal  coverage  to  the  American  people. 

I  believe  in  the  long  term  it  will  hold  down  the  cost  of  health 
care.  I  believe,  day  one,  that  the  vast  majority  of  all  small  busi- 
nesses will  experience  a  decrease  in  the  cost  of  their  health  care 
costs.  I  think  those  charts  are  right.  I  think  you  will  see  a  drop 
from  9  percent  of  payroll  to  6.4  percent  of  payroll. 
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I  think  that  is  very  positive  for  small  business.  I  think  small 
business  people  such  as  you  and  I  can  then  take  that  capital  and 
reemploy  it,  and  we  can  reemploy  it  in  hiring  new  people  or  we  can 
reemploy  it  in  working  capital  to  finance  our  future  growth,  or  we 
can  reemploy  it  by  making  capital  expenditures  so  we  can  be  more 
competitive  in  the  marketplace.  That  is  why  I  favor  it. 

Mr.  Collins.  Your  example  of  minimum  wage  and  overtime  is 
one  of  the  reasons  that  people  are  afraid  of  this.  That  is  a  mandate. 
That  is  more  Government  involvement  and  more  Government  man- 
date. 

One  final  comment.  You  mentioned  paper  reduction.  The  only 
paper  reduction  I  have  seen  is  when  we  went  from  two  ply 
Charmin  to  single  ply  industrial. 

Mr.  Bowles.  Again,  I  would  like  to  bring  you  some  time,  we  do 
have  a  new  form  at  the  SBA  that  I  am  very  proud  of.  It  is  for  any- 
body who  wants  to  borrow  money  of  less  than  $50,000.  We  have 
been  able  to  take  this  form  and  reduce  it  to  one  single  sheet.  We 
experimented  with  this  in  our  Texas  district  where  formerly  the 
forms  were  about  this  thick  to  borrow  less  than  $50,000  from  the 
SBA,  and  we  now  have  it  down  to  one  single  sheet  of  paper. 

So  you  can  take  bureaucracy  out  of  the  Government  if  you  work 
at  it. 

Mr.  Collins.  Why  not  make  that  $.5  million? 

Mr.  Bowles.  If  we  can  protect  the  taxpayers'  money  and  we  can 
make  prudent  financial  decisions,  we  will  expand  it  up.  We  are 
working  on  taking  it  to  $100,000,  but  I  believe  this  is  the  orderly 
way  to  go. 

Mr.  Collins.  Grood.  I  commend  you. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  And  there  is  a  special  program  by  law  with 
loans  under  $50,000  so  far  as  the  financial  impact  on  the  lending 
institution. 

Mr.  Talent. 

Mr.  Talent.  Thank  you,  Mr.  Chairman.  I  really  would  like  to 
thank  you,  Mr.  Bowles,  and  go  beyond  the  pro  forma.  You  have 
been  here  a  long  time  and  you  have  waited  around  for  me  and  the 
others  who  couldn't  be  here  the  whole  time,  and  I  appreciate  it. 

Let  me  just  touch  on  a  couple  points  and  then  ask  you  to  com- 
ment on  that  because  I  am  going  to  try,  and  most  people  have  left. 
I  am  going  to  try  and  get  what  is — at  what  is  my  most  sincere  con- 
cern about  the  plan.  Mr.  Portman  touched  on  it  briefly. 

There  really  isn't  any  question  that  the  cost  of  health  care  spend- 
ing has  been  increasing  less  than  health  care  spending  has  been 
increasing.  In  other  words,  some  of  it  is  inflation.  A  lot  of  it  is  just 
people  drawing  down  resources  into  health  care,  and  I  think  that 
is  attributable  to  two  things. 

The  first,  that  we  have  a  very  high  quality  health  care  system 
relatively  speaking.  People  have  access  to  high  quality  care  and 
they  have  access  to  it  quickly  compared  to  other  countries. 

The  second  is  that  we  have  cultural  and  social  problems  that 
other  countries  don't  have  that  drive  up  the  cost  of  health  care,  and 
that  is  recognized  in  the  President's  plan  when  it  talks  about 
wellness  networks  and  education  and  the  rest  of  it. 
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But  the  point  is,  it  is  not  all  price  gouging  and  I  happen  to  think 
that  most  of  it  isn't.  In  the  United  States,  we  are  drawing  down 
more  resources  into  health  care.  If  that  is  the  case,  you  see,  and 
you  put  an  artificial  cap  on  that,  it  is  going  to  have  a  real  effect 
on  quality  and  accessibility  to  health  care  unless  you  are  correct  in 
believing  that,  and,  sir,  I  just  cannot  believe  that  putting  the  Gov- 
ernment completely  in  control  of  something  will  substantially  re- 
duce administrative  costs.  I  think  that  is  anti-historical. 

Let  me  talk  about  another  point.  You  talked  a  lot  about  cost 
shifting.  My  understanding  is  that  the  great  majority  of  cost  shift- 
ing is  due  not  to  uncompensated  care,  but  undercompensated  care 
that  the  Government  is  supposed  to  be  paying  for  but  isn't.  Medi- 
care and  Medicaid,  that  is  getting  shifted  over. 

I  checked  back  home  with  some  people,  and  angioplasty  and  this 
is  St.  Louis  costs  in  the  private  market  $2,200  to  $2,400.  Medicare 
will  give  you  $1,100  and  Medicaid  will  give  you  $400.  It  is  the  Gov- 
ernment driving  up  cost  by  shifting  the  cost  of  Medicare  and  Med- 
icaid to  business  people  of  all  kinds. 

What  is  going  to  happen  when  everybody  is  in  the  Government's 
plan?  The  Grovernment  is  paying  just  that  amount  for  everybody 
and  there  isn't  anything  to  shift  it  over  to. 

Again,  what  I  think  we  are  looking  at  is  real  shortfalls  in  fund- 
ing. It  has  got  to  come  out  of  someplace.  I  am  very  much  afraid  it 
will  come  out  of  quality  and  accessibility  of  health  care.  The  Gov- 
ernment-dominated systems  of  which  I  am  aware  do  have  waiting 
lists,  they  do  have  rationing,  I  know  this  is  not  really  in  the  small 
business  area,  but  this  is  my  concern,  that  we  not  substantially  de- 
grade the  quality  and  accessibility  of  the  health  care  which  I  think 
is  a  very  important  feature  of  our  system. 

One  other  point,  and  you  can  answer  this  later  because  I  don't 
expect  you  to  do  it  now.  I  checked  with  an  insurance  broker  back 
home  whose  clientele  is  almost  all  small  businesses  and  he  gave  me 
a  random  sampling.  None  are  having  the  horror  stories  you  are 
talking  about. 

I  might,  with  your  permission,  submit  those  figures  to  you  and 
maybe  you  will  have  a  chance  to  give  me  a  written  response  about 
it.  But  isn't  it  true  that  the  employers  who  are  having  the  big  prob- 
lems are  those  with  people  who  have  high  risks  that  we  could  deal 
with  community  rating? 

So  if  you  could  address  those  three  areas,  I  would  appreciate  it. 
I  thank  you  for  your  patience  and  your  time. 

Mr.  Bowles.  Thank  you  very  much.  I  am  not  sure  I  can  remem- 
ber all  the  points. 

Mr.  Talent,  It  is  a  way  of  getting  around  the  Chairman's  quite 
proper  punctuality. 

Chairman  LaFalce.  That  is  the  approach  that  I  take  too.  Might 
as  well. 

Mr.  Bowles  I  will  make  sure  that  any  we  don't  answer,  that  we 
will  get  you  answers  because  they  are  all  good  questions. 

The  health  care  crisis  is  not  just  for  those  who  are  like  me,  who 
have  a  diabetic  child  who  have  experienced  exclusions  for  preexist- 
ing conditions. 


43 

Unfortunately,  the  smaller  the  company  is,  the  more  dispropor- 
tionate the  cost  is.  I  think  almost  all  the  information  you  look  at 
shows  that. 

I  have  had  a  chance  to  talk  to  any  number  of  small  businesses. 
I,  too,  brought  a  list  and  the  horror  stories  are  dramatic  of  people 
who  have  had  someone  who  works  for  them  get  sick  and  then  they 
can't  afford  to  cover  anybody  who  works  for  them.  I  mean,  the  cri- 
sis is  there. 

Mr.  Talent.  Wouldn't  community  rating  really  deal  with  that? 
Just  say  to  insurance  companies,  look,  you  got  to  cover  employers 
like  that  at  the  same  cost,  same  price  essentially?  Perhaps  Dr. 
Thorpe  would 

Mr.  Thorpe.  Community  rating  would  do  it,  but  you  could  not 
do  community  rating  in  that  case  unless  you  had  universal  cov- 
erage. Because,  again,  the  problem  we  have  seen  with  community 
rating  in  the  voluntary  system  is  that  is  when  the  selection  prob- 
lems become  very  clear  very  quickly. 

Mr.  Talent.  Require  that  they  cover 

Mr.  Thorpe.  We  think  that  is  a  necessary  part  of  what  we  are 
proposing  as  it  is — I  think  it  is  a  big  piece  of — ^you  will  see  in  other 
proposals,  community  rating  with — we  think  you  have  to  have  uni- 
versal coverage  in  order  to  make  it  work. 

Mr.  Talent.  And  I  sponsored  a  bill  that  has  universal  coverage 
too.  It  just  does  it  through  the  private  market  rather  than  through 
the  Grovernment. 

Chairman  LaFalce.  Which  bill  is  that,  Bill? 

Mr.  Talent.  The  Nickles-Steams  package,  heavy  reliance  on 
IRA's  and  subsidize  people's  insurance  purchases  through  the  tax 
system. 

Mr.  Thorpe.  To  get  to  your  point  about  underpayment,  remem- 
ber, I  think  perhaps  some  of  the  confusion  is  that  people  enrolling 
into  health  plans  through  the  alliance  are  purchasing  private 
health  plans.  There  is  no  Government  purchased  health  plans. 
There  is  no  Government  organized  alliances,  people  who  are  en- 
rolled in  are  going  to  pick  Blue  Cross  or  Kaiser  or  whatever  private 
health  plan  they  want,  and  those  private  health  plans  will  nego- 
tiate as  they  do  today  with  hospitals  and  physicians  for  payment 
rates. 

Mr.  Talent.  The  Government  will  have  to  have  price  caps  on 
that. 

Mr.  Thorpe.  No.  What  we  proposed,  and  then  this  is  a  very  im- 
portant distinction,  is  that  the  rate  of  increase  in  what  premiums, 
the  average  premium  in  the  alliance  rises  at  is  outlined  in  the  leg- 
islation. 

Now,  certainly  how  the  Mayo  Clinic  and  Kaiser  stay  within  that 
premium  cap  is  something  that  is  within  the  domain  of  Kaiser  and 
Mayo  to  do.  Mayo  is  a  good  example.  Mayo  Clinic  has  had  cost  in- 
creases in  the  3  percent  range  over  the  last  3  and  4  years  persist- 
ently. They  don't  do  it  through  rate  setting.  They  do  it  through  pro- 
viding high  quality  care,  managing  it  very  effectively  and  selecting 
very,  very  top  quality  physicians,  but  there  is  nothing  in  the  legis- 
lation that  mandates  that  any  plan  has  to  use  any  type  of  rate  set- 
ting or  price  controls. 
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There  is  an  opportunity,  if  a  plan  wants  to  use  it,  they  can  volun- 
tarily use  one,  but  there  is  nothing  at  all  in  the  legislation  that 
says  an\-thing  about  mandating  price  controls. 

Chairman  L.aFaiX'E.  Don,  you  had  some  questions  about  part- 
time  employees. 

Mr.  M\NZULLO.  Yes,  Mr.  Bowles.  First  of  all,  let  me  conclude  my 
remarks  with  complimenting  you  with  the  efficiency  with  which 
vou  run  the  Small  Business  Administration. 

I  work  with  a  lot  of  small  businesses  back  home,  especially  in  the 
area  of  the  flood  relief.  All  six  of  my  counties  were  under  water. 
Your  office  immediately  sent  a  representative  to  a  meeting  that  I 
had,  was  there  dav  and  night  with  mv  constituents,  did  a  great  job 
with  the  SBA. 

Mr.  Bowles.  Thank  you.  We  are  making  every  effort  to  be  more 
efficient,  more  effective',  and  I  will  leave  after  this  meeting  is  over 
to  head  back  to  California  to  make  sure  we  deliver  the  kind  of  cus- 
tomer ser\'ice  to  the  victims  of  that  disaster  that  they  deserve. 

Mr.  NL\NZULIX).  I  have  got  a  question.  Perhaps  you  don't  know 
the  answer  to  it  because  it  is  a  tough  one.  As  I  read  who  is  covered 
here,  if  somebody  is  over  IS  and  out  of  the  household  and  not  a 
ftill-time  college  student,  that  person  is,  quote,  "on  his  or  her  own," 
my  understanding  is  that  there  is  no  more  of  a  limitation  as  to  who 
is  covered  and  who  is  not  covered. 

Mr.  Bowles.  Actually  that  is  different  than  the  information  I 
have  been  working  with.  The  things  that  I  understand  that  you 
don't  count  is  part-time  help.  There  are  three  categories. 

First  are  the  children  who  are  under  18  years  of  age. 

Mr.  M.^NZULLO.  Right. 

Mr.  Bowles.  Two,  are  full-time  students  under  the  age  of  23, 
and  third  are  part-time  workers  who  have  worked  less  than  40 
hours  a  month.  Those  are  the  three  exclusions  that  I  understand. 

Mr.  ^L■^NZl.■LL0.  Is  that  still  in  there,  the  40  hours  a  month.  Dr. 
Thorpe*?  As  I  read  in  here,  I  can't  find  it.  Now,  does  that  mean — 
I  am  quoting  here  from  an  article,  October  6th,  1993,  where  Mr. 
Magaziner  said  they  are  taking  away  the  10  hour  minimum  per 
week.  Was  that  taken  away  out  of  the  latest  plan? 

Mr.  Thorpe.  I  am  not  sure  exactly  what  he  is  referring  to.  There 
is  a  definition  of  what  a  worker  and  a  nonworker  is. 

Mr.  M.\NZULLO.  That  is  40  hours  a  month. 

Mr.  Thorpe.  That  is  correct. 

Mr.  ^L\NZULLO.  So  any  person  who  works  less  than  40  hours  a 
month  is  not  included  in  the  plan? 

Mr.  Thorpe.  They  are  included.  It  is  just  that  they  would  not 
have  an  employer"  contribution.  They  would  be  treated  as  a 
nonworker. 

Then  there  is  a  pa>Tnent  schedule  that  nonworkers  who  have  to 
pay  according  to 

Mr.  ^L-^NZULLO.  So  once  more,  anybody  who  works  less  than  40 
hours  per  month  would  not  have 

Mr.  Thorpe.  An  employer  contribution.  But  they  would  pay. 
They  themselves  would  pay. 

Mr.  ^L\NZULLO.  They  themselves  would  have  to  pay? 

Mr.  Thorpe.  Yes,  on  a  sliding  scale  basis. 
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Mr.  Manzullo.  The  other  one  was  the  thing  that  I  referred  to 
last  time  on  add-ons  onto  the  7.9  percent.  It  is  called  the  employer 
collection  shortfall  add-on. 

That  would  be  in  the  event  that  the  premium  was  insufficient, 
that  there  was  an  underestimation  of  the  premium  with  regard  to 
the  actual  outlays. 

Mr.  Thorpe.  Right.  I  don't  have  it  in  front  of  me.  My  recollection 
is  that  it  is  referring  to  the  fact  that  if  the  alliance  underestimates 
somehow  the  amount  of  premium  revenue  that  it  would  collect,  it 
can  do  two  things. 

One  is  that  it  has  authority,  a  limited  authority  to  borrow  some 
money,  and  that  second,  over  a  short  period  of  time,  that  it  would 
be  repaid,  and  both  due  to  the  limited  borrowing  authority  and  the 
stretching  out  of  the  repayment  schedule,  both  of  which  we  were 
trying  to  make  sure  that  whatever  employers  and  workers  down- 
stream paid  was  minimal,  but  there  is  a  limited  borrowing  author- 
ity. 

Mr.  Manzullo.  The  employer  collection  shortfall  add-on  under 
Section  6125  does  not  have  a  discount  for  small  employers.  I  am 
reading  from  the  language  here  itself  which  means  that  it  could  ex- 
ceed the  7.9  percent  and  nobody  knows  the  extent  to  which  it  could. 

Mr.  Thorpe.  We  could  calculate  it  because  there  is  a  limitation 
on  the  borrowing  authority. 

Mr.  Manzullo.  But  not  on  the  authority  to  impose  the  employer 
collection  shortfall  add-on.  It  has  no  limitation  on  it. 

Mr.  Thorpe.  Implicitly  it  does  because  you  have  a  limitation  on 
the  borrowing  authority. 

Mr.  Manzullo.  It  is  a  premium? 

Mr.  Thorpe.  Right.  So  there  is  a  limitation  that  is  built  in  there 
on  what  the  borrowing  authority  is.  As  a  result,  there  is  a  limita- 
tion on  what  the  repayment  would  be. 

Mr.  Manzullo.  Thank  you  for  your  patience. 

Thank  you,  Mr.  Chairman.  I  appreciate  that  this  is — I  guess  this 
is  going  to  be  a  series  of 

Chairman  LaFalce.  Yes,  we  intend  to  have  many  more  hearings 
on  this  issue.  It  is  quite  important.  Just  to  close  the  loop  on  the 
issue  of  double-dipping  that  came  up  within  the  context  of  tort  re- 
form, and  what  I  was  referring  to  was  when  I  read  the  President's 
book  on  health  security  and  the  section  on  medical  malpractice, 
pages  78  and  79,  they  say,  the  act  will  also  prevent  injured  pa- 
tients from  gaming  the  system  and  getting  paid  twice  for  the  same 
injury.  Then  they  go  on  to  say,  once  by  a  doctor  and  the  second 
time  by  a  health  or  disability  insurance  plan. 

I  don't  know  exactly  now  that  I  read  that  again  what  they  mean, 
paid  once  by  a  doctor.  How  do  you  get  paid  by  a  doctor?  I  ask  you 
to  read  it  and  comment  to  me  on  that,  and  somehow  it  stuck  in  my 
mind  that  there  was  also  some  limitation  among  dual  payment  and 
therefore  you  couldn't,  if  you  are  entitled  to  future  health  care  costs 
for  all  time,  collect  it. 

Let  me  go  into  some  other  issues  if  I  may.  We  talked  about  how 
to  get  to  universal  coverage.  This  is  a  basic,  and  clearly  a  single- 
payer  system  gets  us  there  and  clearly  the  so-called  employer  man- 
date gets  us  there.  I  have  said  I  don't  know  of  any  other  way. 
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Mr.  Bowles,  you  suggested  the  individual  mandate  approach 
could  get  you  there  too.  Could  you  flesh  that  out,  does  the  Chafee 
individual  mandate  approach  get  you  to  universal  coverage?  If  so, 
how  soon  so?  Could  you  explain  that? 

Mr.  Bowles.  I  have  spent  some  time  looking  at  the  Chafee  bill 
and  the  Chafee  bill  in  its  current  form  appears  to  get  you  to  uni- 
versal coverage,  but  only  if  a  savings  from  Medicare  and  Medicaid 
equal  about  $213  billion  and  that  materializes  by  the  year  2000. 
That  is  my  understanding  of  the  Chafee  bill. 

Chairman  LaFalce.  How  would  the  individual  mandate  work? 

Mr.  Bowles.  Simply  the  mandate  is  on  the  onus  of  the  individual 
as  opposed  to  being — the  onus  as  being  on  the  employer  and  the 
individual. 

Chairman  LaFalce.  Translate  that  for  me.  What  does  that 
mean,  that  those  small  businesses  that  want  to  provide  coverage 
for  their  employees  and  pay  100  percent  or  80  percent  or  60  per- 
cent or  50  percent  could?  Those  small  businesses  that  didn't, 
wouldn't,  but  then  the  individual  employee  would  have  to  pay  for 
himself? 

Is  that  how  the  Chafee  bill  works? 

Mr.  Bowles.  Yes,  with — ^yes,  there  are  some 

Chairman  LaFalce.  Suppose  the  individual  doesn't  want  cov- 
erage? Does  the  Chafee  bill  then  tax  the  individual  in  some  man- 
ner? I  don't  quite  understand  how  this  individual  mandate  ap- 
proach would  work  in  the  real  world. 

I  don't  know  if  it  is  a  realistic  option  to  bring  us  to  universal  cov- 
erage. 

Mr.  Thorpe.  I  think  you  are  getting  into  the  crux  of  some  of  the 
issues  with  that  particular  proposal.  My  understanding  of  how  it 
would  work  is  every  individual  would  be  responsible  for  getting  in- 
surance. 

So  to  your  point,  employers  today  are  making  payments  on  be- 
half of  many  of  these  individuals.  They  no  longer  would  have  to 
make  those  contributions,  and  in  fact  most  of  them  would  likely 
stop  contributing  for  individual  coverage. 

Chairman  LaFalce.  Isn't  that  one  of  the  great  difficulties  with 
the  individual  mandate  approach  is  that  there  might  be  an  incen- 
tive for  those  employers  who  do  provide  coverage  not  to  provide 
coverage? 

Mr.  Thorpe.  I  think  that  that  is  certainly  one  of  the  major  prob- 
lems, because  the  way  the  financing  of  something  like  that  would 
work  is  that  the  individual  would  pay  toward  the  premium  on  an 
ability  to  pay  basis  and  the  Government  would  pay  the  rest,  and 
if  you  lose  the  employer  contributions  that  are  out  there  today,  you 
can  see  from  our  graph  that  there  is  about  $180  billion  in  employer 
paid  premiums  in  today's  market,  if  much  of  that  went  away,  then 
the  Government  cost  of  this  would  certainly  be  higher  than  one 
might  anticipate. 

Chairman  LaFalce.  Now,  one  of  the  Members  said,  well, 
shouldn't  there  be  some  choice?  We  mandate  for  automobile  insur- 
ance, but  I  have  a  choice  whether  I  want  to  drive  an  automobile. 
I  don't  know  that  the  analogy  between  an  automobile  and  health 
insurance  is  quite  appropriate. 


47 

I  think  a  better  analogy  is  the  concept  of  social  security.  We  re- 
quire all  individuals  to  provide  for  their  social  security,  and  I  think 
we  are  trying  to  do  for  health  security  what  we  decided  a  long  time 
ago  we  would  do  for  social  security,  provide  for  every  single  Amer- 
ican universal  coverage.  I  don't  think  there  is  any  analogy  that  is 
appropriate  other  than  that  one  or  certainly  there  is  no  analogy 
more  appropriate  than  that  one.  Just  a  thought. 

I  am  not  sure  exactly  how  this  so-called  health  care  alliance  sys- 
tem is  going  to  work.  First  of  all,  we  started  out  with  different 
names.  We  started  out  with  HIPC?  What  did  HIPC  stand  for? 

Mr.  Thorpe.  Health  Insurance  Purchasing  Cooperative.  I  think 
that  is  what  the  Jackson  Hole  version  of  this  was. 

Chairman  LaFalce.  Health  Insurance  Purchasing  Cooperative. 
But  that  is  really  what  we  have  in  mind  with  the  regional  health 
alHance,  right?  It  is  basically  the  same  thing. 

Mr.  Thorpe.  It  would  perform  many  of  the  same  functions  that 
the  Jackson  Hole  group  had  outlined. 

Chairman  LaFalce.  You  say  many  of  the  same  functions.  Well, 
what  functions  would  the  health  alliance  perform?  Is  it  simply  a 
purchasing  entity  or  is  it  more  than  that?  Is  it  a  management  en- 
tity? Does  it,  for  example,  make  decisions  with  respect  to  which 
hospitals  in  the  area  may  or  may  not  have  MRI's? 

Mr.  Thorpe.  No. 

Chairman  LaFalce.  It  does  not.  So  it  doesn't  become  involved  in 
the  area  of  planning? 

Mr.  Thorpe.  No,  it  does  not. 

Chairman  LaFalce.  So  it  would  not  substitute  for  existing  plan- 
ning organizations  that  may  or  may  not  exist  in  different  States  in 
different  regions  of  the  country? 

Mr.  Thorpe.  That  is  correct. 

Chairman  LaFalce.  All  right,  and  most  of  these  planning  organi- 
zations do  have  a  combination  of  consumers  and  providers,  and  so, 
since  you  would  not  have  providers  as  part  of  your  health  care  alli- 
ances, you  couldn't  really  use  the  governance  mechanism  of  the 
planning  systems  for  the  health  care  alliances,  which  is  not  to  say 
you  couldn't  have  some  appropriate  type  of  relationship. 

The  State  of  New  York  has  eight  regions  with  a  health  system 
agency  in  each  of  the  regions  that  does  say  to  a  given  hospital,  you 
cannot  have  more  beds,  you  must  close  your  X  number  of  units. 

That  exists  right  now  and  that  is  why  we  have  been  able  to  con- 
strain costs.  At  least  in  upstate  New  York  it  has  worked  effectively, 
very  effectively. 

The  combination  of  community  rating  with  that  has  also  meant 
that  we  have  about  7  point  something  percent  uninsured  as  op- 
posed to  the  State  or  national  average  of  virtually  double  that. 

I  am  wondering  what  the  relationship  is  going  to  be  between 
these  regional  alHances,  health  alliances  and  these  health  systems 
planning  agencies,  and  I  also  am  wondering  exactly  what  these  re- 
gional alliances  are  going  to  do. 

We  have  to  focus  on  this  because  this  is  a  big  concern  of  a  lot 
of  people.  They  are  very  concerned  about  it.  Since  they  are  not 
going  to  be  involved  in  planning,  this  whole  concept  of  Government 
control  is  a  bogeyman.  But  what  will  they  be  involved  in? 
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Mr.  Bowles.  Mr,  Chairman,  they  really  perform  three  basic  func- 
tions. They  collect  the  premiums,  they  contract  with  and  pay  the 
health  care  plans,  and  they  provide  information  to  the  consumer  on 
the  quality  and  cost  of  health  care.  That  basically  is  their  three  pri- 
mary roles. 

Mr.  Thorpe.  With  respect  to  the  health  systems  agencies  that 
you  are  referring  to,  I  think  a  lot  of  their  future  would  depend 
largely,  this  would  go  to  Mr.  Conyers  as  well,  whether  or  not  the 
State  of  New  York  or  the  State  of  Michigan  would,  under  the  Presi- 
dent's plan,  decide  to  move  into  the  single-payer  route. 

That  option  is  available  for  a  State  to  make  if  a  State  like  New 
York  or  Michigan  wants  to  go  single  payer. 

Chairman  LaFalce.  But  very  few  of  your  major  States — ^by 
"major"  I  mean  densely  populated — are  going  to  do  that.  I  think 
your  smaller  States  might  opt  for  that.  I  think  you  may  find  that 
happening  in  Wyoming  and  in  Vermont  or  Rhode  Island. 

I  don't  think  that  is  in  the  near-term  future  for  California  or 
New  York  or  any  of  the  more  populated  States  where  you  have 
such  tremendous  differences  from  one  region  of  the  State  to  the 
other. 

So  that  is  not  going  to  be  the  norm. 

Mr.  Thorpe.  But  under  the  alliance  route,  you  are  right,  they 
would  not  perform  the  functions  that  the  HSA's  perform. 

I  think  what  you  are  seeing  happen  is  that  the  health  plans 
themselves  will  do  a  lot  of  what  Grovernment  had  been  doing. 

Chairman  LaFalce.  These  alliances  are  not  going  to  be  payers. 
They  are  just  going  to  be  purchasers. 

Or  are  they  payers  too? 

Mr.  Thorpe.  No,  they  are  not  payers. 

Chairman  LaFalce.  Insurance  companies  will  be  the  payers. 

Mr.  Thorpe.  Yes. 

Chairman  LaFalce.  So  for  a  while  there,  I  was  under  the  im- 
pression that  a  regional  alliance  might  be  a  single  payer  unto  itself 

That  is  not  true? 

Mr.  Thorpe.  No. 

Chairman  LaFalce.  That  is  fundamentally  false,  I  now  see.  Give 
me  an  idea  of  what  we  are  talking  about  insofar  as  the  number  of 
people  who  would  be  employed  by  these  alliances  if  all  they  are 
going  to  be  involved  with  is  negotiating  with  insurers  to  permit 
those  participants,  within  the  alliance,  to  make  purchases  through 
the  alliance. 

It  doesn't  seem  to  me  it  would  require  much  personnel. 

Mr.  Thorpe.  No,  it  won't.  Again,  we  have  not  done  personnel  cal- 
culations per  se  but  more  dollar  calculations  that  led  us  to  come 
up  with  for  the  alliance  administration,  a  figure  of  2.5  percent  of 
premiums.  That  is  a  very  small  number,  I  think. 

Our  numbers  should  be  sufficient  to  do  the  negotiations  we  have 
talked  about,  the  substantive  administration  functions  and  the  in- 
formation dissemination  role  they  will  play. 

Chairman  LaFalce.  But  2.5  percent  of  premiums  sounds  as  if  it 
is  an  additional  cost  above  and  beyond  what  the  present  system  is 
imposing.  But  I  think  if  you  didn't  make  it  explicitly,  clearly  you 
were  making  the  argument  implicitly.  This  2.5  percent  would  be  a 
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substitution  for  existing  costs  presently  borne  by  either  those  indi- 
viduals or  employers  who  buy  insurance. 

Do  we  have  any  calculation  of  what  percentage  of  premium  costs 
would  now  be  attributable  under  the  present  system  to  that  portion 
of  a  person's  payroll  that  must  be  devoted  to  the  manpower  and 
time  involved  in  going  into  the  evaluation,  negotiation,  purchasing 
of  insurance? 

Do  we  have  anything  on  that,  that  we  could  compare  this  2.5 
percent  of  premium  against,  not  a  percentage  of  payroll  but — - 

Mr.  Thorpe.  You  raise  an  important  point.  It  is  only  cost  in  to- 
day's health  insurance  premium.  But  if  you  look  at  the  millions  of 
purchasers  and  large  employee  benefit  departments  that  are  trying 
to  negotiate  with  this,  that  is  a  large  and  growing  cost.  We  have 
been  trying  to  get  those  figures.  We  don't  have  them  yet,  but  that 
is  often  forgotten  in  this  comparison. 

Chairman  LaFalce.  It  cannot  be  forgotten.  If  you  are  a  small 
business  with  100  people,  you  have  somebody,  or  some  bodies,  who 
are  spending  appreciable  portions  of  their  time  on  doing  things 
that  they  will  not  have  to  do  or  will  not  have  to  do  to  the  same 
magnitude.  I  think  that  is  going  to  be  appreciably  greater  in  cost 
than  the  2.5  percent  of  premium.  That  is  where  your  cost  savings 
come  in. 

Mr.  Bowles.  Mr.  Chairman,  you  have  two  good  points:  40  per- 
cent of  health  care  for  small  businesses  today  is  administrative 
cost;  but,  too,  that  doesn't  take  into  account  the  cost  that  a  small 
business  has  where  you  are  using  the  example  of  a  small  business 
that  may  have  100  employees. 

When  you  get  down  to  5  or  10  or  15  employees,  the  owner  of  that 
small  business  is  taking  time  away  from  customers  and  managing 
their  business  and  taking  away  time  that  they  could  spend  in  a 
much  more  productive  manner  because  they  don't  have  a  benefits 
department  and  they  can't  afford  a  person  full  time  in  that  job. 

Chairman  LaFalce.  Let's  focus  in  on  the  concern  of  a  number  of 
Members.  You  are  telling  us  that  it  is  going  to  be  3.5  percent,  and 
you  are  telling  us  that  it  is  going  to  be  7.9  percent  and  you  are  sin- 
cere and  that  is  what  you  intend  today. 

When  Social  Security  was  adopted  and  when  Medicare  was 
adopted,  they  were  sincere;  and  what  they  intended  then  was  a 
percentage  of  payroll  which  was  appreciably  smaller  than  it  is 
today.  It  is  appreciably  greater  today  for  a  number  of  reasons  but, 
whatever  the  reasons,  it  is  appreciably  greater.  What  can  we  do? 
We  cannot  pass  a  constitutional  amendment.  That  is  perhaps  the 
only  thing  that  could  give  some  guarantee.  Then  you  would  have 
no  guarantee  that  you  couldn't  offer  a  constitutional  amendment 
changing  that. 

But  what  can  we  put  within  the  law  which  could  create  a  greater 
assurance,  greater  likelihood  that  this  subsidy  and  limitation — and 
it  is  both — would  be  maintained  and  not  exceeded?  Let's  explore 
that. 

Is  there  anything  there  right  now?  Is  there  any  language  withm 
the  bill  that  has  been  drafted  that  says  "and  if  the  shortfall  in  rev- 
enues within  an  alliance  are  not  met,  then  there  are  a  number  of 
options  to  be  considered"  and  what  are  those  options?  Is  there  a 
priority  that  should  be  given  to  those  options? 
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Do  you  know  the  answer  to  that  question  right  now?  How  is 
that? 

Mr.  Thorpe.  The  main  guarantee  that  is  in  there  is  to  make  sure 
that,  as  we  go  through  this  process,  is  the  cost  containment  struc- 
ture that  we  developed,  a  two-part  piece.  It  features  the  negotia- 
tions between  the  plans  and  alliances,  and  it  has  the  backup  guar- 
antee of  the  premium  cap. 

The  rates  that  we  have  laid  out  with  those  premium  caps  and 
the  structure  that  we  have  set  up  will  provide  the  guarantee  that 
we  have  talked  about  in  terms  of  rate  of  increases  from  the  busi- 
ness standpoint  and  from  a  family  standpoint  will  be  met.  That  is 
central. 

Chairman  LaFalce.  But  according  to  Mr.  Manzullo,  there  was 
the  possibility  of  a  surcharge  being  able  to  be  imposed  by  an  alli- 
ance. I  am  just  trying  to  assuage  those  concerns. 

Mr.  Thorpe.  Yes.  First  of  all,  today  any  time  that  you  have  a 
small  amount  of  bad  debt  in  the  system,  there  is  a,  quote,  unquote, 
surcharge  that  is  built  into  a  premium.  That  is  how  the  health  in- 
surance market  works  today.  We  have  made  limited  provisions  in 
our  bill.  That  is  the  biggest  guarantee  that  we  have.  There  is  ex- 
plicit limitation  on  what  can  be  borrowed  and  then,  over  a  time  pe- 
riod, repaid  on  undercollections. 

So,  I  mean,  it  is  in  there  in  terms  of  an  explicit  limitation  of 
what  the  borrowing  authority  can  be.  If  you  look  at  it,  we  will  do 
the  calculation 

Chairman  LaFalce.  Does  the  health  alliance  have  any  taxing 
power  of  its  own? 

Mr.  Thorpe.  No.  Other  than  if  there  is  an  undercollection,  it  has 
borrowing  authority.  But  it  does  not  have  taxing  authority  per  se, 
I  think,  in  the  way  that  you  and  I  would  define  it. 

Chairman  LaFalce.  All  right.  Who  will  determine  what  the  pre- 
miums will  be  in  a  given  area?  Will  it  be  the  alliance? 

Mr.  Thorpe.  No.  It  is  the  national  health  board. 

Chairman  LaFalce.  Will  this  national  health  board  have  varying 
premiums  for  differing  alliance?  Or  will  each  and  every  one  have 
a  different  premium? 

Mr.  Thorpe.  Yes. 

Chairman  LaFalce.  How  will  the  national  board  determine  the 
premium  for  each  and  every  alliance?  There  could  be  a  lot  of  alli- 
ances because  all  you  need  right  now  is  5,000  and  you  have  an  alli- 
ance. 

Mr.  Thorpe.  We  think  that  the  alliances  will  be — I  mean  there 
is  no  language  that  specifically  says  that  it  must  be  of  a  certain 
size. 

Chairman  LaFalce.  I  shouldn't  say  you  have  an  alliance.  But 
the  equivalent  of  an  alliance. 

Mr.  Thorpe.  We  think  it  would  be  in  the  range  of  half  million 
to  a  million.  Something  in  that  range. 

Chairman  LaFalce.  But  it  is  my  understanding  that  right  now 
if  you  have  5,000  people,  you  can  go  off  on  your  own.  Correct? 

Mr.  Bowles.  A  corporate  alliance.  Right. 

Chairman  LaFalce.  A  corporate  alliance.  It  is  not  just  one  busi- 
ness. You  could  have  a  number  of  businesses  banding  together 
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forming  a  group  of  5,000,  and  that  would  be  a  corporate  alliance. 
Is  that  correct? 

Mr.  Bowles.  Well,  under  what  we  have  sent  to  Congress  to  date, 
you  could  not  do  that. 

However,  one  of  the  things  that  we  have  been  discussing  is  what 
we  have  talked  about  earlier  today;  allowing  a  trade  association  to 
bring  together  a  group  of  small  businesses  and  they  would  have  the 
opportunity  form  their  own  alliance,  assuming  that  they  didn't  dis- 
criminate against  people  and  they  didn't  exercise  adverse  selection. 
That  is  something  that  we  have  been  discussing. 

Chairman  LaFalce.  Right.  I  know  that  we  have  been  discussing 
it,  and  we  have  also  been  discussing  the  lower  end  of  5,000.  We 
have  been  discussing  2,500 — well,  and  then  once  you  get  to  2,500, 
you  discuss  2,000.  Once  you  get  to  2,000  you  discuss  1,500.  I  don't 
know  what  number  must  exist  in  order  to  have  your  efficiencies  of 
scale. 

But  then,  would  the  national  board  be  the  determiner  of  what 
the  premium  is  for  these  business  conglomerate  alliances? 

Mr.  Thorpe.  No.  The  national  board  is  just  setting  the  premium 
target  for  the  regional  alliances.  The  corporate  alliance  piece  of  this 
would  fall  more  under  the  Labor  Department's  oversight  role. 

There  is  not  a  specific  premium  target  that  is  set  for  a  corporate 
alliance,  although  the  corporate  alliance  has  to  meet  certain  year- 
to-year  increase  in  premium  goals  that  are  the  same  as  the  re- 
gional alliance. 

Chairman  LaFalce.  Right  now  there  is  a  surcharge  on  the  cor- 
porate alliance.  Is  that  correct? 

Mr.  Thorpe.  There  is  a  1  percent  of  payroll  assessment  that  is 
used  to  finance  some  of  our  medical  education. 

Chairman  LaFalce.  The  assumption  is  that  there  would  also  be 
the  same  type  of  additional  investment  upon  any  conglomerate  of 
businesses  or  trade  association. 

Is  that  a  working  assumption  you  are  proceeding  on? 

Mr.  Thorpe.  Mr.  Chairman,  we  really  have  this  in  two  parts.  In 
the  regional  alliance,  we  are  collecting  1.5  percent  of  premiums 
that  we  are  putting  into  our  graduate  medical  education  pool. 

Then  if  you  are  not  in  the  regional  alliance — ^however  we  end  up 
and  however  we  determine  being  outside  of  the  regional  alliance — 
there  would  be  a  1  percent  of  payroll  assessment  that  goes  into  a 
funding  stream  that  also  assists  in  financing  GME. 

Chairman  LaFalce.  Explain  to  me  what  is  in  the  President's  bill 
with  respect  to  controls  on  premiums  right  now.  I  thought  you  said 
there  is  nothing  in  there  with  respect  to  mandatory  controls.  But 
isn't  there  something  in  there  with  respect  to  voluntary  controls 
with  a  mandatory  trigger? 

Mr.  Thorpe.  Well,  the  way  that  the  cost  containment  piece 
works  is  as  follows:  Every  alliance  would  have  a  premium  target 
that  has  to  meet  in  terms  of  a  rate  of  increase.  The  major  way  that 
the  alliances  would  meet  that  rate  of  increase  target  would  be 
through  the  competitive  bidding  process. 

Chairman  LaFalce.  I  mean,  is  it  a  target,  or  is  it  a  ceiling? 

Mr.  Thorpe.  It  is  a  ceiling  in  terms  of  rate  of  increase  that  the 
average  premium  rises  at. 
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Chairman  LaFalce.  Right.  So,  thou  shalt  not  be  able  to  rise 
more  than  4  percent  this  year. 

Mr.  Thorpe.  Right.  That  the  average  premium  can't  rise  that,  is 
correct. 

Chairman  LaFalce.  And  if  the  alhance  says,  but  we  want  our 
premium  to  rise  more  than  that,  then  what  is  there  within  the  law 
which  either  permits  it  or  precludes  it? 

Mr.  Thorpe.  What  would  preclude  it  is  that  there  would  be  an 
automatic  reduction  in  premiums  for  those  plans  that  are  above  the 
average  so  that  weighted  average  growth 

Chairman  LaFalce.  How  do  you  have  an  automatic  reduction  in 
premiums  without  having — I  mean,  this  is 

Mr.  Thorpe.  We  are  talking  about  prospectively.  We  are  talking 
about  prospective  premiums. 

Chairman  LaFalce.  Yes.  But  this  is  what  the  purchasing  group 
has  said  is  necessary  to  pay  to  get  the  type  of  coverage  they  want. 

Mr.  Bowles.  Mr.  Chairman,  it  is  very  analogous  to  rate  regula- 
tion of  public  utilities. 

Chairman  LaFalce.  I  understand  that.  But  I  mean  I  suppose  the 
insurers  are  saying  that  this  is  what  we  have  got  to  have.  Then  the 
regional  alliance  says,  OK,  after  we  have  negotiated  with  you  to 
the  best  of  our  ability,  we  concur.  You  are  not  going  to  come  up 
against  this  cap  until  you  have  had  a  concurrence  between  insur- 
ers, their  demanded  premiums,  and  an  acquiescence  by  the  re- 
gional alliances  right?  So  the  alliances  have  bought  into  what  the 
insurers  have  said.  So  that  what  happens  then  after  that? 

Mr.  Thorpe.  Well,  again  what  would  happen  is 

Chairman  LaFalce.  If  the  board  says,  but  this  exceeds  it.  Do  you 
then  say,  you  provide  the  same  coverage  but  at  a  lower  premium? 

Mr.  THORPE.  At  a  lower  premium.  Then  what  has  to  happen  at 
that  point  is  that  the  health  plans  have  to  go  back  into  the  pro- 
vider side  and  look  at  ways  of  renegotiating  payment  rates  across 
the  board  with  providers  or  in  the  coming  year  do  something  better 
with  respect  to  how  they  manage  care  that  they  provide.  But  it 
would  come  through  negotiated  rate  reductions  with  providers. 

Chairman  LaFalce.  Is  there  something 

Mr.  Thorpe.  There  is  no  stipulation.  There  is  nothing  in  the  plan 
itself  that  outlines  what  a  health  plan  must  do  in  order  to  maintain 
a  rate  of  increase  that  is  outlined  in  the  legislation.  That  is  in  the 
domain  of  Kaiser. 

Mr.  Bowles.  And  this  only  applies  to  those  who  are  in  excess  of 
the  average  cost.  Those  below  it,  it  doesn't  affect  at  all. 

Chairman  LaFalce.  To  what  extent  is  this  going  to  supplant 
State  insurance  departments  that  presently  must  give  prior  ap- 
proval to  any  rate  increase? 

What  will  be  the  working  relationship  between  the  regional  alli- 
ances, the  national  board,  and  the  State  regulators,  which,  in  most 
instances,  would  be  an  insurance  department? 

Mr.  Thorpe.  The  States  would  do  two  things.  They  wouldn't  be 
a  part  of  the  rate  negotiation.  But  the  States  would  set  up  the  alli- 
ances and,  in  addition,  they  would  certify  health  plans.  So  there 
would  be  a  certification  process  of  health  plans  coming  into  the 
State. 
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Chairman  LaFalce.  Will  this  take  away  the  powers  that  States 
are  now  exercising  of  approving  premiums? 

Mr.  Thorpe.  No.  The  premium  increase  and  the  negotiations 
that  go  on  in  the  premium  side  will  follow  within  the  alliance 
structure.  It  will  be  privately  determined  as  opposed  to  being  deter- 
mined by  the  States. 

Mr.  Bowles.  But  the  States  will  still  certify  the  plans  and  deter- 
mine if  the  plans  have  the  financial  ability  to  provided  services. 

Chairman  LaFalce.  But  in  New  York  State  you  have  got  to  get 
an  approval  in  New  York  State  for  an  insurance  premium.  Are  we 
taking  that  power  away  from  New  York  State? 

Mr.  Thorpe.  Yes.  In  New  York  State  the  insurance  commissioner 
would  certify  the  health  plans  and  see  if  they  meet  their  minimum 
capital  requirements. 

Chairman  LaFalce.  Is  there  any  provision  for  this  national 
board  to  delegate  some  of  its  power  to  the  State  insurance  depart- 
ments if  the  State  insurance  departments  have  been  carrying  this 
out  or  wish  to  carry  it  out? 

Mr.  Thorpe.  I  am  not  sure  what  powers  they  would  defer.  On 
the  rate  side  of  this,  the  rate  determinations  would  be  completed 
within  the  alliance  structure;  and  unless  the  State  wanted  to  go 
the  single  payer  route,  then  the  rate  determination  would  be  done 
at  the  State  level. 

Chairman  LaFalce.  What  data  do  we  have  with  respect  to  the 
number  of  small  businesses  that  presently  provide  coverage  for 
their  employees? 

Mr.  Bowles.  I  believe  we  do  have  data  on  that  Mr.  Chairman. 

Did  you  bring  that  with  you?  I  can  supply  that  to  you  if  you 
would  like  to  have  it. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Thorpe.  Most  small  businesses  do.  The  only  place  that  you 
have  a  small  number  of  offerings  is  in  the  under-5  category.  But 
once  you  get  to  the  businesses  between  5  and  9  percent  offer  and 
by  the  time  you  get  to  25  to  49  you  are  up  in  the  90  percent  range. 

Mr.  Bowles.  Between  9  and  25,  it  is  above  70  percent. 

Chairman  LaFalce.  Even  among  ardent  supporters,  there  are 
many  questions  because  of  the  complexity  of  our  health  care  sys- 
tem and  the  fact  that  we  are  attempting  to  tackle  one-seventh  of 
our  country's  GNP;  and  so  these  are  good  faith  questions.  I  have 
so  many  more  that  I  would  like  to  ask,  but  I  also  have  some  time 
constraints  imposed  upon  me. 

Mac,  I  was  going  to  adjourn  the  hearing  unless  you  had  some 
questions  that  you  wanted  to  ask  right  now. 

Mr.  Collins.  I  didn't  think  you  would  ever  ask.  My  list  is  about 
as  long  as  yours.  Do  you  have  that  much  time? 

Chairman  LaFalce.  No.  I  have  a  1:00  appointment. 

Mr.  Collins.  I  do  have  a  couple  of  questions. 

You  mentioned  2.5  percent  of  the  premium  is  what  it  would  take 
to  administer  the  alliances.  What  is  that  equal  to  in  dollars,  2.5 
percent?  You  had  to  have  a  figure. 

Mr.  Thorpe.  Nationally  it  would  probably  be,  in  1994  dollars,  in 
the  $5  billion  range,  which,  again,  as  the  Chairman  pointed  out,  if 
you  compare  that  number  to  what  we  are  doing  in  today's  system, 
it  is  a  substantial  reduction. 
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Mr.  Collins.  You  are  talking  about  $200  billion  worth  of  collec- 
tion of  premiums  to  get  to  2.5  percent? 

Mr.  Thorpe.  Right.  For  the  regional  alliance,  something  in  the 
upper  $200  billion  range  in  premiums. 

Mr.  Collins.  That  is  national,  $200  billion  premium. 

Chairman  LaFalce.  If  your  premium  was  $2,000,  it  would  be 
$45. 

Mr.  Collins.  I  am  talking  about  what  2.5  percent  is  equivalent 
to  nationally  to  administer  at  the  regional  alliance. 

Mr.  Thorpe.  We  have  estimated  that  it  would  be 

Chairman  LaFalce.  That  puts  it  up  close  to  $7  billion. 

There  has  been  a  lot  of  talk  about  how  this  is  going  to  address 
what  a  small  business  will  actually  do  to  administer  the  plan,  the 
workings  in  the  office  of  the  small  business,  a  business  with  35  em- 
ployees, $25,000  annual  payroll  only  covering  the  employees,  no  de- 
pendents involved — to  make  it  simple,  what  is  the  process? 

As  a  business  owner,  how  do  I  enter  the  alliance?  What  do  I  do 
as  far  as  reporting?  How  do  I  elect?  How  do  I  report  the  collections 
or  submit  the  collections?  What  do  I  do  in  case  of  day-to-day  work 
with  employees  with  questions,  with  advice,  with  regard  to  process, 
forms,  or  to  send  bills  to  the  alliance  or  insurance  companies? 

What  do  I  do  as  an  employer? 

Mr.  Bowles.  Basically,  a  dickens  of  a  lot  less  than  what  you  do 
today,  Congressman.  The  same  apphes  to  your  employee.  You  are 
going  to  have  to  keep  some  records.  But  in  our  terminology,  there 
is  no  heavy  lifting  in  the  recordkeeping. 

Basically,  you  are  going  to  have  to  keep  records  of  your  employ- 
ees, whether  they  are  full-time  or  part-time,  how  many  hours  they 
work,  and  what  the  premiums  you  pay  are.  Those  are  the  general 
categories. 

I  can  get  you  more  specific  information  on  that. 

Mr.  Collins.  How  do  I  report  that?  How  often  do  I  report  it? 

Mr.  Thorpe.  Well,  I  think  what  Erskine  was  saying  is  that  most 
of  the  information  that  you  are  collecting,  you  are  already  collect- 
ing on  Social  Security  and  payroll. 

On  a  monthly  basis,  you  would  make  premium  payments  on  be- 
half of  your  workers  into  the  alliance,  our  notion  of  it  is  that  your 
payments  could  simply  be  added  on  to  the  paycheck  stubs  that  you 
are  currently  putting  out  now  for  Medicare,  HI,  and  Social  Security 
payments.  It  would  be  done  monthly.  It  is  the  same  process. 

Mr.  Collins.  It  would  be  a  different  reporting.  Not  weekly. 

Mr.  Thorpe.  But  the  information  and  the  forms  that  you  use 
would  be  the  same.  We  are  building  on  those  existing  information 
forms. 

Mr.  Collins.  How  is  that  going  to  save  me  time  compared  to, 
now  I  just  get  a  statement  from  my  insurance  company  and  I  write 
a  check? 

Mr.  Bowles.  Now  do  you  have  to  spend  an  enormous  amount  of 
time — I  don't  remember  how  big  your  trucking  company  was. 

Mr.  Collins.  I  gave  to  you.  It  is  25  to  30. 

Mr.  Bowles.  We  had  to  spend  an  enormous  amount  of  time  nego- 
tiating with  the  suppliers  of  health  care.  We  had  to  spend  an  enor- 
mous amount  of  time  filling  out  a  raft  of  forms,  and  we  had  to 
spend  an  enormous  amount  time  paying  sometimes  on  a  procedure- 
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by-procedure  basis.  We  had  to  spend  time  looking  at  who  was  ex- 
cluded and  who  wasn't  excluded. 

All  of  those  things  will  be  greatly  simplified  under  the  new  plan. 
For  your  employee,  your  employee  now  will  have  far  greater  choice 
than  I  would  imagine  they  have  attempted.  I  would  imagine  that 
you  pretty  well  pick  what  kind  of  health  care  coverage  you  are 
going  to  offer  your  employees. 

Under  our  plan,  the  employee  really  will  have  choice  of  three  dif- 
ferent types  of  plans,  and  they  will  be  able  to  pick  that  which  best 
suits  their  needs  and  which  they  can  afford. 

I  just  made  some  notes  about  the  steps  an  employee  might  have 
to  go  through.  Basicallv,  they  are  going  to  pick  up  a  brochure  that 
is  going  to  describe  what  the  available  plans  are.  Then  they  are 
going  to  try  to  pick  a  plan,  and  then  they  will  pay  their  portion  of 
the  premium.  They  will  probably  use  the  same  doctors  and  hos- 
pitals. They  will  have  very  clearly  defined  benefits.  They  will  have 
only  one  form  to  fill  out. 

For  your  employees,  that  is  a  vast  difference  from  what  they 
have  today.  At  least  it  would  be  for  mine. 

Mr.  Collins.  I  appreciate  the  information.  I  don't  agree,  but  I 
appreciate  it,  because  I  know  the  steps  that  we  go  through  today. 
It  is  very  simple  to  get  monthly  statements  from  the  insurance 
company,  and  they  identify  the  employees,  and  we  write  the  check 
verifying  the  information  is  correct.  Quite  different  from  the  setup 
that  you  just  mentioned.  Even  in  the  negotiation  of  insurance  pre- 
miums with  the  particular  insurance  companies  there  is  a  minimal 
amount  of  time  spent  in  that. 

Mr.  Thorpe.  Then  it  shouldn't  be  a  lot  different  than  what  you 
are  doing  for  Medicare  and  Social  Security  already. 

Mr.  Collins.  That  is  what  I  am  afraid  of  There  is  quite  a  bit 
of  deficiency  in  what  we  do  reporting  Social  Security  and  Medicare 
and  how  we  pay  our  monthly  statement  for  group  insurance  for  my 
employees.  Quite  a  bit  of  difference. 

So  from  personal  experience,  and  having  been  in  business  for  31 
years,  I  fully  disagree  with  your  concept  of  how  simple  this  is  going 
to  be  and  how  cost-effective  it  is  going  to  be. 

I  go  back  to  my  question.  This  is  pie  in  the  sky.  Why  mandate 
it?  Why  not  opt  it? 

Mr.  Bowles.  I  will  address  that  question  again. 

Mr.  Collins.  You  don't  have  to  because  the  Chairman  has  an- 
other meeting,  and  I  know  you  are  going  to  California. 

Chairman  LaFalce.  The  committee  is  adjourned. 

[Whereupon,  at  1:12  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 


HEALTH  ALLIANCES:  WILL  THEY  HELP  OR 
HINDER  THE  SMALL  BUSINESS  COMMUNITY? 


THURSDAY,  MARCH  10,  1994 

House  of  REPRESE^^^ATIVES, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Committee  on  Small  Business  will  come 
to  order.  Today  our  committee  continues  its  hearings  on  national 
health  care  reform  with  a  look  at  an  issue  that  has  been  the  source 
of  increasing  criticism  and  debate,  the  health  alliance. 

Alliances,  or  some  other  form  of  group  purchasing  arrangements, 
are  a  common  feature  in  many  of  the  major  competing  health  care 
reform  proposals  currently  pending  in  Congress.  The  health  alli- 
ance in  President  Clinton's  Health  Security  Act,  the  health  plan 
purchasing  cooperative  in  the  Cooper/Breaux  bill,  and  the  purchas- 
ing group  in  the  Thomas/Chafee  bill  all  serve  as  networks  through 
which  employers  or  individuals  purchase  their  health  insurance. 
Their  goal  is  to  ensure  that  health  plans  compete  for  enrollment  on 
the  basis  of  price  and  quality,  not  merely  the  selection  of  good  risk. 

The  role  of  alHances  in  the  Clinton,  Cooper,  and  Chafee  bills  is 
similar  in  a  number  of  respects.  The  alliances  are  designed  to  con- 
tract with  various  health  plans,  enroll  individuals  in  the  plans  of 
their  choice,  collect  and  distribute  premiums,  and  provide  members 
with  information  on  cost  and  quality. 

These  proposals  differ,  however,  in  other  respects,  including 
whether  alliances  can  negotiate  premiums,  whether  the  purchase  of 
insurance  through  the  alliance  is  mandatory  or  voluntary,  what  the 
employee  threshold  is  for  employer  participation  in  the  alliance, 
and  whether  employers  are  obligated  to  contribute  to  the  cost  of 
health  insurance  premiums. 

Why  has  so  much  attention  focused  on  these  purchasing  alliances 
and  why  are  they  deemed  so  advantageous  to  the  small  business 
community  in  particular?  Currently  small  businesses  across  the 
Nation  are  being  crushed  beneath  the  weight  of  our  existing  health 
care  structure,  routinely  falling  prey  to  a  health  insurance  industry 
that  imposes  extensive  medical  underwriting  practices  upon  them 
in  an  effort  to  reduce  risk.  Health  insurance  companies  regularly 
limit  or  exclude  coverage  based  on  preexisting  medical  conditions, 
red  line  by  occupation,  and  implement  prohibitive  premium  pricing 
strategies,   including  age   and   sex   tiers,   and   durational   rating, 
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whereby  insurance  companies  initially  offer  lower  premiums  and 
then  raise  them  significantly  after  18  months  to  2  years. 

These  practices  have  made  it  difficult,  if  not  impossible,  for  many 
small  business  owners  to  offer  affordable  health  insurance  to  their 
employees.  Small  firms  pay  35  percent  more  than  large  companies 
for  similar  health  insurance  coverage  on  average.  Their  costs  are 
increasing  on  average  at  an  annual  rate  of  20  to  50  percent  and 
small  businesses  spend  as  much  as  40  cents  of  every  health  insur- 
ance dollar  on  administrative  costs. 

Because  small  businesses  lack  the  bargaining  leverage  to  nego- 
tiate fairly  with  insurance  carriers,  legislation  has  been  introduced 
which  would  establish  State  or  regional  purchasing  cooperatives  for 
small  firms,  enabling  them  to  consolidate  their  market  power  and 
reduce  total  administrative  costs. 

While  there  appears  to  be  a  consensus  that  alliances  in  some 
form  or  another  are  useful  for  pooling  risk  and  enhancing  purchas- 
ing power,  there  is  great  disagreement  over  how  these  alliances 
should  be  structured. 

Critics  of  the  exclusive  mandatory  alliance  proposal  in  President 
CHnton's  Health  Security  Act,  for  example,  argue  that  the  alliances 
are  untested,  bureaucratic,  monopolistic,  and  regulatory.  Pro- 
ponents of  the  mandatory  alliances  contend  that  they  are  the  most 
effective  way  to  increase  market  clout  for  small  employers,  to  pool 
insurance  risks,  to  control  overall  health  care  spending  and  achieve 
universal  coverage. 

A  number  of  States  have  passed  legislation  in  the  past  few  years 
providing  for  some  kind  of  alliance  structure.  Among  the  most  no- 
table perhaps  is  the  health  insurance  plan  of  Cahfornia,  HIPC,  a 
Statewide  voluntary  purchasing  pool  for  small  employers  which 
opened  on  July  1,  1993. 

While  this  purchasing  alliance,  like  most  which  have  passed  the 
State  legislatures  is  just  getting  off  the  ground,  there  are  lessons 
already  to  be  learned. 

At  a  recent  Senate  Finance  Committee  hearing,  the  deputy  direc- 
tor of  the  board  which  opened  the  HIPC  testified  as  follows:  'The 
experience  we  have  had  in  establishing  the  HIPC  shows  that  alH- 
ances  are  not  just  theoretical  constructs.  The  HIPC,  even  in  its 
modest  form,  has  shown  that  employee  choice  is  valued  in  the  pri- 
vate market,  that  more  affordable  rates  can  be  achieved,  that  ad- 
ministrative savings  are  attainable,  that  efficient  operation  is  pos- 
sible. An  alliance  operating  in  exclusive  environment  could  better 
protect  consumers  from  risk  selection  practices,  further  reduce 
marketing  and  administrative  costs,  and  negotiate  for  even  better 
rates  with  health  plans." 

Whatever  form  they  may  eventually  take,  health  alliances  are 
likely  to  have  a  profound  impact  on  the  Nation's  small  business 
community.  As  such,  our  committee  will  be  examining:  What  alli- 
ance structure  would  best  meet  the  unique  needs  of  small  business, 
what  States  have  done  to  make  health  insurance  more  affordable 
for  small  businesses,  what  their  experience  has  been  with  small 
business  purchasing  pools,  how  successful  the  pooling  arrange- 
ments have  been,  and  what  obstacles  the  States  have  encountered, 
whether  the  health  alliances  should  be  mandatory  or  voluntary, 
what  the   employee   threshold  for  employer  participation   in  the 
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health  alliances  should  be,  what  regulatory  powers,  if  any,  the  alli- 
ances should  be  granted,  how  the  alliances  should  be  governed,  as 
well  as  how  they  should  be  held  accountable,  and  whether  exclu- 
sive or  competing  alliances  should  serve  a  particular  region. 

Our  committee  has  invited  a  distinguished  panel  of  individuals 
here  today  to  solicit  what  I  know  will  be  their  diverse  views  on  the 
issue  of  health  alliances.  It  is  my  hope  that  this  hearing  will  enable 
us  to  devise  a  health  reform  structure  that  enhances  the  small 
business  community's  ability  to  obtain  affordable  health  insurance, 
thereby  expanding  coverage  to  the  millions  of  Americans  who  are 
currently  uninsured. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers,  we  have  reached  that  point  in  time  in  the  hearing 
when  we  are  anxiously  awaiting  your  opening  statement. 

Mrs.  Meyers.  Yes,  and  you  are  filling  in  until  I  get  to  my  chair. 
That  is  for  sure. 

Well,  just  strictly  off  the  cuff  here,  I  will  say,  Mr.  Chairman, 
thank  you  for  convening  the  hearing  today  to  examine  a  key  ele- 
ment of  the  President's  and  several  other  health  care  reform  meas- 
ures, the  creation  of  health  alliances. 

The  concept  of  health  alliances,  bringing  health  care  consumers 
together  to  seek  the  best  possible  price  for  medical  insurance  and 
medical  care  is  a  good  one.  Small  businesses  often  find  that  they 
are  not  able  to  obtain  reasonable  rates  from  insurance  companies 
simply  because  of  the  numbers.  They  do  not  have  a  large  employee 
base  with  which  they  can  favorably  negotiate  premiums  from  insur- 
ance carriers. 

Currently,  several  successful  alliances  or  purchasing  cooperatives 
are  in  existence,  but  they  vary  in  one  crucial  element  from  the  alli- 
ances envisioned  in  the  Health  Security  Act:  They  are  voluntary. 
As  I  have  previously  stated  before  this  committee,  I  favor  incre- 
mental changes  to  our  health  care  system  that  would  increase 
health  care  coverage  and  move  the  country  toward  the  goal  of  uni- 
versal coverage,  and  I  think  certain  changes  have  broad  bipartisan 
support.  Items  such  as  portability,  eliminating  preexisting  condi- 
tion exclusions,  and  simplified  billing  practices. 

However,  as  I  believe  our  witnesses  will  point  out,  there  is  dis- 
agreement on  the  wisdom  of  mandates. 

Mr.  Chairman,  I  do  favor  changes  in  laws  that  currently  prohibit 
small  businesses  from  pooling  and  creating  their  own  market  clout 
to  get  better  choices  of  insurance  coverage  and  premium  rates.  Un- 
fortunately, I  do  not  believe  the  President's  plan  of  mandatory  alli- 
ances is  a  mechanism  which  allows  small  businesses  who  will  be 
paying  for  the  coverage  an  adequate  voice  in  the  alliance  structure. 

In  the  interests  of  time,  I  won't  belabor  the  point,  but  will  look 
forward  to  the  testimony  of  our  witnesses  on  this  very  important 
topic. 

Chairman  LaFalce.  Mr.  Poshard — do  any  other  Members  have 
any  statement  they  wish  to  make?  Mr.  Poshard. 

Mr.  Poshard.  Mr.  Chairman,  I  ask  unanimous  consent  to  submit 
an  opening  statement  for  the  record  and  to  tell  you  that  I  appre- 
ciate you  holding  this  hearing. 

This  is  singularly  the  greatest  issue  in  my  district,  a  large  rural 
district.  With  respect  to  the  President  and  other  health  proposals, 
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I  am  curious  as  to  how  the  small  business  community  will  be  af- 
fected, and  with  that  in  mind,  I  am  anxious  to  hear  our  witnesses' 
testimony  today. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Any  others? 

Mr.  Baker. 

Mr.  Baker.  Thank  you,  Mr.  Chairman.  I  appreciate  your  cour- 
tesy in  conducting  this  hearing  on  an  important  subject. 

I  wish  to  speak  only  briefly  to  make  an  introduction  to  the  com- 
mittee of  one  of  the  distinguished  panelists  we  have  this  morning. 
Joseph  Passman,  also  known  as  Butch,  is  here  this  morning  who 
is  in  a  unique  position,  I  think,  and  expertise  to  comment  on  the 
Chairman's  concerns.  Mr.  Passman  happens  to  be  the  President  of 
a  Louisiana  Health  Care  Alliance  and  is  unique  in  an  important  re- 
gard. 

Although  the  organization  does  represent  the  interests  of  some 
250,000  employees  and  retirees,  the  unique  aspect  to  me  is  the  fact 
that  the  alliance  represents  a  company  with  as  few  as  five  employ- 
ees. It  is  a  voluntary  formation  between  business  and  the  alliance 
and  the  principal  mission  of  course  is  to  forge  the  best  and  most 
economic  plan  available,  and  obviously  to  preserve  the  best  health 
care  interests  of  those  employees  and  members  of  those  corpora- 
tions. 

I  think  you  will  find  his  comments  to  be  particularly  insightful 
and  helpful  as  evidence  that  a  State-mandated  or  governmentally 
mandated  system  need  not  be  put  in  place,  but  allowing  reasonable 
free  market  systems  to  be  encouraged  will  get  the  best  benefit  for 
the  employee  at  the  most  affordable  cost. 

Again,  I  compliment  the  Chairman  on  his  initiatives  and  wel- 
come Mr.  Passman  to  our  hearing  this  morning. 

[Mr.  Baker's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Lancaster,  did  you  have  any  statement? 

Mr.  Lancaster.  No,  Mr.  Chairman. 

Chairman  LaFalce.  Do  Messrs.  Zeliff,  Huffington,  Knollenberg, 
and  Kim  have  any  statements  in  that  order. 

Mr.  Knollenberg.  I  do,  Mr.  Chairman. 

Chairman  LaFalce.  Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  I  am  very  concerned  with 
the  President's  health  care  proposal.  Being  a  small  businessman 
myself  for  the  last  17  years,  I  think  I  can  view  the  different  alter- 
natives out  there  with  a  special  perspective. 

I  am  very  concerned  about  the  negative  impact  it  is  going  to  have 
on  small  business.  Certainly  small  businesses  are  the  most  impor- 
tant resource  our  country  has  relative  to  creating  jobs.  I  am  very 
definitely  against  employer  mandates  and  the  potential  subsidies 
that  would  go  along  with  it.  I  think  it  is  bad  news  for  small  busi- 
ness and  bad  news  for  America. 

I  am  looking  forward  to  the  testimony.  I  think  frankly  one  of  the 
major  opportunities  we  have,  if  we  can  come  up  with  a  system  that 
will  allow  small  business  to  buy  health  care  benefits  on  a  voluntary 
basis  and  provide  them  to  their  employees  at  the  same  cost  that 
the  Fortune  500  companies  can  get  their  health  care  coverage,  it 
would  certainly  be  a  major  step  in  the  right  direction. 
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I  agree  with  Mrs.  Meyers  relative  to  the  need  for  administrative 
reform,  tort  reform,  antitrust  reform.  If  we  did  all  of  those  things 
and  still  allowed  small  businesses  to  be  able  to  buy  at  affordable 
rates,  I  think  we  would  be  90  percent  of  the  way  home  toward  a 
major  investment  in  universal  coverage. 

So  thank  you,  Mr.  Chairman,  for  calling  the  hearing.  Look  for- 
warded to  the  witnesses. 

[Mr.  Zeliflfs  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Anybody  else  wish  to  make  a  30-second  to 
60-second  statement? 

Mr.  Knollenberg.  I  will  make  it  very  brief. 

Chairman  LaFalce.  I  am  trying  to  call  individuals  in  the  order 
of  seniority. 

Mr.  Huffington. 

Mr.  Huffington.  No. 

Chairman  LaFalce.  Joe. 

Mr.  Knollenberg.  Mr.  Chairman,  I  do  want  to  thank  you  for 
holding  the  hearings  this  morning. 

This  subject  of  mandatory  health  alliances,  due  to  their  very  na- 
ture, represents  a  new,  I  say  new,  bureaucratic  monster  that  all  of 
us  will  have  to  deal  with.  These  alliances  require  thousands  of  new 
employees  who  will  have  to  answer  to  a  national  governing  board. 

The  board  and  the  alliances  will  necessarily  be  given  unprece- 
dented powers,  because  they  have  to  make  it  work,  to  make  those 
critical  decisions  affecting  the  health  care  that  we  do  receive. 
Under  the  mandatory  alliance  system,  doctors  would  have  to  work 
for  plans  approved  by  the  regional  health  alliance.  This  is  a  fun- 
damental departure  from  current  practice,  and  I  think  it  intrudes 
on  the  day-to-day  practice  of  medicine,  hurting  our  ability  to  choose 
our  own  doctor  and  limiting  access  to  specialists,  treatments  and 
procedures. 

I  want  to  see  health  care  reform,  but  I  want  to  see  it  done  right. 
I  want  to  see  a  system  through  which  the  serious  problems  of  job 
lock,  access  to  health  care,  and  preexisting  condition  requirements 
are  fixed,  while  at  the  same  time,  preserving  market  controls  and 
the  freedom  of  choice  to  the  people. 

That  is  why  the  hearing  this  morning  is  very  important.  I  look 
forward  to  the  testimony  and  exploring  some  of  the  alternatives  to 
the  mandatory  health  alliance  system  that  is  a  great  departure 
from  our  current  system,  which  despite  its  problems  and  its  detrac- 
tors, continues  to  provide  the  best  health  care  in  the  world. 

Chairman  LaFalce.  Thank  you. 

Mr.  Kim. 

Mr.  Kim.  Thank  you,  Mr.  Chairman. 

I  will  make  sure  that  my  statement  is  less  than  30  seconds.  Be- 
cause of  time  constraints,  I  would  like  to  have  unanimous  consent 
to  submit  my  written  statement  into  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  Kim.  I  had  a  town  meeting  about  a  month  ago  and  I  couldn't 
find  any  small  business  owner  who  supports  this  concept,  this  mo- 
nopolistic, bureaucratic,  so-called  regional  alliance. 

I  just  want  to  mention  to  you  that  I  oppose  the  Clinton  plan,  but 
again,  that  is  elaborated  on  in  my  written  statement.  Nevertheless, 
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I  look  forward  to  listening  to  the  testimony  today  and  welcome  our 
panelists. 

[Mr.  Kim's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  Thank  you.  I  would  ask  unanimous  consent 
that  we  leave  the  record  open  at  this  point  for  the  opening  state- 
ment of  any  Members  who  wish  to  make  them. 
Thank  you.  Without  objection,  so  ordered. 
[Mr.  Collins'  statement  may  be  found  in  the  appendix.] 
[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  Now  let  us  go  to  the  witnesses. 
I  think  we  have  a  very  distinguished  panel.  We  have  attempted 
to  make  it  as  reflective  of  the  diverse  views  that  exist  within  soci- 
ety, and  so  I  think  we  have  some  individuals  who  will  give  us  the 
good  points  and  the  bad  points  about  alliances,  the  strengths  and 
the  weaknesses  of  a  mandatory  system  as  opposed  to  a  voluntary 
system,  et  cetera. 

Our  first  witness  will  be  Mr.  Kevin  Haugh,  a  senior  policy  ana- 
lyst with  the  Institute  for  Health  Policy  Solutions.  Mr.  Haugh,  we 
are  delighted  to  have  you. 

TESTIMONY  OF  KEVIN  HAUGH,  SENIOR  POLICY  ANALYST, 
INSTITUTE  FOR  HEALTH  POLICY  SOLUTIONS 

Mr.  Haugh.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  I  would  also  ask  every  single  person  to  at- 
tempt to  present  their  testimony  within  approximately  10  minutes 
or  less  so  that  we  can  have  ample  time  for  dialogue  and  discussion 
amongst  the  panelists  and  with  the  members  of  the  committee. 

Mr.  Haugh.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. It  is  a  real  pleasure  to  be  here  today. 

Let  me  just  tell  you  briefly  that  the  Institute  for  Health  Policy 
Solutions  is  a  nonprofit,  nonpartisan  organization.  We  don't  take 
positions  on  specific  legislation. 

Our  goal  is  to  try  to  be  objective  on  health  care  reform  issues. 
One  of  the  things  that  I  personally  have  spent  a  lot  of  time  on  the 
last  2  or  3  years  has  been  actually  working  on,  not  only  the  poHcy 
construct  of  alliances  or  cooperatives,  but  their  actual  development 
and  implementation  in  a  number  of  States,  including  California. 

For  simplicity's  sake,  I  am  going  to  refer  to  alliances,  coopera- 
tives, and  the  variety  of  other  acronyms  as  alliances.  I  understand 
that  people  often  interpret  these  things  differently  depending  on 
what  name  you  use,  but  I  am  going  to  try  and  use  the  single  term, 
and  then  talk  about  the  different  functions  in  that  context  and 
what  roles  alliances  might  play. 

I  think  that  in  order  to  understand  the  potential  strengths  and 
weaknesses  of  different  types  of  alliance  structures,  it  is  important 
to  understand  some  of  the  key  and  unique  problems  that  small  em- 
ployers face  today,  how  insurance  reforms  may  or  may  not  address 
problems,  and  how  different  types  of  alliance  structures  may  or 
may  not  address  them. 

I  think  the  problem  of  cost  was  very  well  articulated.  I  think  it 
is  ironic  that  those  who  can  least  afford  to  purchase  coverage, 
namely  small  employers,  have  to  pay  the  most  for  it  today.  There 
are  administrative  cost  reasons  for  this.  Small  employers  also  lack 
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the  kind  of  leverage  that  large  purchasers  have  and,  as  a  result, 
they  get  cost  shifted  to  by  larger,  more  powerful  purchasers  today. 

Choice  is  another  issue.  I  think  that  it  is  fundamentally  different 
for  small  employers  and  their  employees  today.  While  it  is  true 
that  many  small  employers  can  get  access  to  a  number  of  different 
health  plans,  their  employees  are  generally  faced  with  one  health 
plan  option,  the  one  the  employer  has  chosen.  There  are  a  number 
of  reasons  for  this. 

Generally  health  plans  don't  allow  small  employers  to  offer  more 
than  one  health  plan  in  order  to  control  adverse  selection.  The  sec- 
ond reason  is  that  administratively  it  is  verv,  very  difficult  for  a 
small  employer  to  offer  one  health  plan,  much  less  multiple  plans. 
So,  I  think  this  is  another  unique  problem  that  small  employers 
face  today. 

Continuity  of  coverage  and  care  is  another  issue  that  is  particu- 
larly problematic  for  small  employers  and  their  employees.  The 
labor  market  is  much  more  fluid,  people  can  face  gaps  in  coverage 
much  more  readily.  Insurance  reform  can  address  gaps  in  coverage. 
What  it  can't  necessarily  address  very  effectively  is  continuity  of 
care  problems. 

In  other  words,  if  I  am  associated  with  one  employer  and  en- 
rolled in  an  HMO-type  plan  and  I  change  employers,  often  that 
means  that  I  have  to  change  doctors  because  the  new  employer 
that  I  go  to  may  have  chosen  a  managed  care  plan  that  covers  dif- 
ferent doctors  than  my  previous  employer.  I  think  this  is  an  abso- 
lutely fundamental  problem.  Especially  as  we  move  toward  more 
integrated  health  plans,  job  change  can  mean  a  forced  change  in 
doctors. 

Lack  of  availability,  unpredictability  and  inequities  in  coverage 
are  also  problems.  I  think  that  insurance  reform  in  particular  is  in- 
tended to  address  the  huge  inequities  in  the  price  that  groups  pay, 
to  increase  availability,  and  so  forth.  I  would  argue  that  insurance 
reform,  while  it  can  address  some  of  the  most  egregious  of  these 
problems,  it  can't  necessarily  address  the  fundamental  underlying 
economic  dynamics  and  structural  problems  in  the  marketplace. 

Finally,  small  employers  and  their  employees  lack  the  ombuds- 
man and  clout  that  larger  purchasers  have.  In  other  words,  they 
don't  have  the  same  ability  to  talk  to  a  health  plan,  say,  look,  this 
provision  in  this  circumstance  really  doesn't  make  any  sense. 

They  are  buying  something  off  the  shelf.  They  deal  with  a  stand- 
ard set  of  practices.  Larger  purchasers  are  often  in  a  position  to  act 
on  behalf  of  their  constituency  much  more  aggressively. 

Before  turning  to  some  of  the  specific  questions  I  think  that  you 
want  me  to  address,  I  think  it  is  really  important  to  understand 
that  an  alliance  structure  brings  fundamental  changes  in  the  way 
the  economic  incentives  take  place  in  the  small  employer  market- 
place. 

In  today's  market  we  have  got  sellers,  health  plans,  which  have 
tremendous  incentives  to — and  opportunities  for  risk  fragmenta- 
tion, and  this  is  largely  a  function  of  the  fact  that  a  very  small  per- 
centage of  people,  5  percent,  account  for  about  60  percent  of  total 
health  care  costs. 

So  there  are  incredible  incentives  to  try  and  avoid  the  high-risk 
people  and  to  try  and  attract  lower  risk  people.  There  are  a  litany 
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of  ways  that  this  can  occur,  and  I  am  not  going  to  go  through  all 
of  them.  They  include,  targeted  marketing,  poor  response  to  high- 
risk  people  at  application  time,  having  inaccessible  access  to  spe- 
cialists and  so  forth.  These  are  all  things  that  are  very,  very  hard 
to  regulate  from  an  insurance  reform  standpoint. 

On  the  other  side,  you  have  individual  buyers  that  have  a  short- 
term  interest  in  fragmentation.  In  the  short  run,  some  groups  are 
less  costly.  In  the  long  run,  some  groups  are  more  or  less  costly 
than  others,  such  as  associations,  certain  types  of  industries,  and 
so  forth. 

This  creates  incentives  on  the  buyer's  side  for  there  to  be  frag- 
mentation, at  least  in  the  short  run.  I  would  argue  that  in  the  long 
run,  everybody  is  left  worse  off  by  this  fragmented  nature  of  the 
marketplace,  because  the  resources  spent  by  health  plans,  employ- 
ers and  so  forth  on  risk  fragmentation  draws  resources  away  from 
cost  management.  To  the  extent  that  a  health  plan's  price  does  not 
reflect  its  true  efficiency  but  reflects  risk  fragmentation,  people  will 
not  enroll  in  the  most  efficient  plans.  The  entire  system's  costs  will 
be  higher. 

Rigorous  insurance  reform  rules  are  essential  to  any  alliance 
structure.  But  I  think  that  it  will  not  be  enough  to  address  these 
real  economic  incentives.  It  is  a  regulatory  answer  to  an  economic 
and  structural  problem. 

Even  with  community  rating,  I,  as  a  health  plan,  have  a  tempta- 
tion to,  and  opportunities  to,  influence  who  my  community  is  and 
therefore  what  my  rates  are.  As  purchasers,  I  have  natural  short- 
term  temptations  to  act  independently  rather  than  as  broad  pur- 
chasers. 

Risk  adjustment  has  been  proposed  as  an  economic  answer  to 
this.  It  is  a  good  idea.  I  don't  think  that  it  is  going  to  do  the  job 
in  and  of  itself  I  think  risk  adjustment  approaches  are  far  too 
crude,  at  least  at  this  point,  to  address  this  problem  adequately. 

Cooperatives  or  alliances,  as  I  said,  fundamentally  restructure 
the  way  a  health  plan  is  sold.  Large  purchasers  buy  as  a  group, 
not  as  fragmented  units.  The  idea  is  that  individual  purchasers  set 
aside  their  short-term  differences  in  favor  of  aggregating  purchas- 
ing power  and  achieving,  as  a  collective  whole,  longrun  savings  in 
costs. 

It  creates,  if  you  will,  a  win-win  situation  for  everyone.  Insurance 
reform  can't  duplicate  this  for  employers  that  don't  act  through  an 
alliance-like  structure. 

Health  plans  are  similarly  brought  together  on  a  level  playing 
field.  Through  an  alliance,  you  can  more  effectively  control  the 
types  of  practices  that  might  be  used  by  sellers  to  create  risk  frag- 
mentation. An  alliance  can  act  as  an  independent,  nonbiased  en- 
rollment vehicle  to  give  people  access  to  any  health  plan  regardless 
of  how  high  risk  they  are.  So,  in  that  respect,  you  can  overcome 
some  of  the  problems  associated  with  a  fragmented  marketplace 
where  you  have  direct  sales  to  individual  purchasers. 

I  think  there  are  some  other  things  that  alliances  can  do.  They 
go  back  to  some  of  the  issues  that  I  mentioned.  They  can  achieve 
a  greater  administrative  efficiency.  They  can  provide  greater  con- 
tinuity of  care.  In  other  words,  if  I  am  enrolled  through  an  alliance. 
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if  I  change  jobs,  I  don't  have  to  change  doctors.  I  can  stick  with  my 
existing  health  plan  and  that  plan  is  truly  portable. 

We  talk  about  portability,  but  insurance  reform  doesn't  give  you 
portability.  It  gives  you  continuity  of  coverage.  An  alliance  has  the 
potential  to  allow  you  to  retain  your  same  health  plan  regardless 
of  which  employer  you  move  between.  Unlike  insurance,  reform  al- 
liances can  through  pooled  purchasing  power  reduce  cost  shifting 
from  larger  purchasers  as  well  as  achieve  greater  cost  control.  I 
would  argue  an  alliance  can  provide  a  much,  much  wider  choice  of 
plans  and  doctors  to  employees  than  most  have  today. 

As  I  said,  most  employees  of  small  firms  have  one  health  plan. 
We  are  a  small  employer  and  have  one  health  plan  that  is  our  only 
choice.  We  don't  have  a  choice  of  other  health  plans  through  the 
employer. 

Most  of  the  Federal  bills  I  think  recognize  the  value  of  alliances 
in  some  respects.  I  think  they  disagree  on  the  scope  of  alliances 
and  which  functions  to  assign  to  them.  In  thinking  about  this 
issue,  what  you  need  to  consider  is  that  as  you  move  on  the  contin- 
uum from  mandatory  alliances  to  the  current  system,  the  degree  to 
which  you  can  address  all  these  problems  that  I  talked  about,  con- 
tinuity of  care,  as  well  as  many  others,  administrative  efficiency 
and  so  forth,  varies. 

Some  of  the  very  specific  issues  that  I  think  this  committee 
wants  me  to  comment  on  also  relate  importantly  to  these  problems. 
The  first  issue  is  whether  or  not  alliances  should  be  mandatory  or 
voluntary.  This  is  a  tough  issue,  especially  for  this  committee. 

I  think  that  there  are  clearly  arguments  that  can  be  made  on 
both  sides.  I  think  that  you  can  achieve  many  of  the  objectives  that 
I  went  through,  better  through  a  mandatory  structure.  Continuity 
of  care  and  ability  to  retain  the  same  health  plan  for  example.  I 
think  it  could  be  argued  that  the  risk  selection  problems  could  be 
better  addressed  through  an  alliance  like  mechanism  that  har- 
nesses both  the  sellers  and  the  buyers  and  aggregates  them  more 
effectively. 

I  think  that  based  on  that,  one  could  argue  that  cost  containment 
might  be  more  achievable  under  such  a  structure.  Then  I  think  an- 
other issue  that  is  real  important  and  often  gets  overlooked  is  that 
many  want  to  at  some  point  mainstream  lower  income  populations, 
the  Medicaid  population  and  so  forth. 

To  the  extent  this  is  a  goal,  you  need  some  mechanism  to  main- 
stream them  into.  If  alliances  are  voluntary,  it  is  much  harder  to 
do  that.  You  end  up  enrolling  huge  numbers  of  people  in  a  program 
that  is  very,  very  small  relative  to  the  Medicaid  population  and 
risk  stigmatizing  that  program,  turning  it  into  a  quasi  welfare  pro- 
gram. I  think  this  is  something  to  be  thinking  about  in  terms  of 
the  long  run  objective. 

There  are  other  arguments  that  could  be  made.  Some  of  the  ar- 
guments against  mandatory  alliance  were  very  well  articulated  al- 
ready. There  is  concern  about  the  efficiency  of  alliance,  concerns 
that  these  are  untried  mechanisms.  I  think  this  is  in  part  true,  al- 
though I  think  there  is  significant  experience  to  draw  on.  Finally, 
I  think  that  the  decisions  on  this  issue  importantly  relate  to  deci- 
sions on  other  issues. 
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Another  issue  that  was  raised  involves  what  is  the  logical  em- 
ployer size  threshold?  There  are  a  lot  of  ways  to  look  at  this.  You 
can  look  at  it  from  the  employer's  standpoint,  the  employee's  stand- 
point, or  from  a  broad  public  policy  standpoint. 

From  an  employer's  standpoint,  there  are  a  couple  of  issues.  At 
what  point  does  an  employer  become  large  enough  to  have  ade- 
quate purchasing  power  to  act  on  its  own?  So,  I  think  one  could 
persuasively  argue  that  employers  have  to  be  of  fairly  decent  size 
to  independently  have  much  in  the  way  of  negotiating  power  with 
health  plans. 

The  second  issue  relates  to  points  at  which  employers  are  large 
enough  to  offer  choice  of  multiple  health  plans  if  that  is  a  goal 
here.  I  think  again  from  an  administrative  hassle  standpoint,  it  is 
very  hard  to  conceive  of  anything  but  very  large  employers  inde- 
pendently offering  choice  of  multiple  health  plans. 

I  think  the  composition  of  employers  in  an  area  is  a  very  impor- 
tant consideration  here.  If  you  have  one  mid-size  employer  in  a  re- 
gion where  all  other  employers  are  small,  I  think  you  could  argue 
for  perhaps  allowing  the  mid-size  employer  to  opt  into  the  alliance. 
This  is  an  area — size  threshold — where  State  discretion  may  make 
a  lot  of  sense  in  my  mind. 

The  issue  of  size  threshold  also  relates  back  to  whether  or  not 
you  want  to  mainstream  public  programs  in  some  way.  The  larger 
the  pool,  the  easier  it  is  to  conceive  of  this. 

What  regulatory  powers  should  the  alliance  be  given?  I  think 
this  issue  gets  confused  often  because  people  are  talking  about  a 
lot  of  different  things. 

Chairman  LaFalce.  If  any. 
Mr.  Haugh.  Pardon  me? 
Chairman  LaFalce.  If  any. 

Mr.  Haugh.  Right.  Often  what  people  are  talking  about  are  some 
of  the  functions  that  are  included  in  the  administration's  plan:  The 
global  budgeting  functions,  the  fee  schedule  functions,  income  test- 
ing, things  like  this. 

I  think  that  there  might  better  be  interpreted  as  functions  that 
go  beyond  what  are  common  to  a  lot  of  the  other  alliance  proposals, 
the  common  purchasing  functions.  On  the  one  hand  one  can  make 
a  very  persuasive  case  for  preforming  these  functions  through  a 
consolidated,  efficient  vehicle  like  an  alliance.  There  is  a  degree  of 
elegance  to  it. 

On  the  other  hand,  one  could  also  make  a  case  that  alliances  are 
new  mechanisms  and  that  they  shouldn't  be  overburdened  with  too 
many  different  things.  These  more  Government  oriented  functions, 
to  the  extent  you  wanted  to  perform  them,  could  also  be  handled 
in  another  way  through  some  other  Government  vehicle. 

So  I  am  not  going  to  talk  about  whether  or  not  there  are  good 
or  bad  functions.  The  important  thing  is  that  they  don't  necessarily 
have  to  reside  at  the  alliance  level. 

The  purchasing  or  negotiating  role  is  another  area  I  think  some 
people  refer  to  as  being  regulatory.  The  argument  goes  like  this:  If 
the  market  share  of  the  alliance  is  big,  then  it  can  deny  access  to 
health  plans  and  in  doing  so  act  as  a  de  facto  regulator.  I  think 
that  a  case  can  certainly  be  made  for  that.  However,  none  of  the 
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major  Federal  bills  envision  much,  if  any,  of  a  negotiating  role  for 
alliances. 

However,  I  think  the  equation  changes  entirely  if  you  start  talk- 
ing about  alliances  serving  only  small  employers,  multiple  alli- 
ances, mandatory  multiple  alliances,  or  voluntary  alHances.  When 
you  make  these  changes,  you  substantially  change  the  equation.  In 
such  a  situation,  the  alliance  is  not  necessarily  in  a  position  to 
deny  access  to  the  market  for  health  plans.  Health  plans  have 
other  markets  to  operate  in.  In  such  a  context,  one  can  make  a  per- 
suasive case  for  exactly  the  opposite  position  on  negotiating  roles, 
which  is  that  the  alliance  should  have  negotiating  power  to  selec- 
tively contract  with  health  plans. 

I  think  the  California  HIPC  is  a  good  example  of  this.  Through 
negotiation,  it  is  very,  very  clear  that  they  have  successfully  been 
able  to  reduce  premiums  below  the  level  they  would  have  achieved 
absent  that  negotiating  power.  They  went  through  several  rounds 
of  rate  negotiations.  With  each  roimd,  prices  fell.  This  is  the  same 
sort  of  process  that  large  employers  go  through  today  in  negotiat- 
ing with  health  plans. 

Chairman  LaFalce.  Mr.  Haugh,  I  am  going  to  ask  you  to  try  to 
come  to  a  conclusion. 

Mr.  Haugh.  OK  Just  a  minute. 

Should  alliances  be  exclusive  or  competing?  This  is  another  im- 
portant issue.  I  think  that  many  of  the  same  issues  come  up  again, 
to  what  degree  do  you  really  want  to  create  continuity  in  care  and 
health  plans?  The  more  entities  you  have  out  there,  the  harder  this 
is  to  achieve. 

Administrative  economies  are  harder  to  achieve.  Also  the  pur- 
chasing power  of  alliances  is  disbursed  more  so  any  given  alliance 
may  be  less  able  to  control  health  care  costs  than  if  there  is  a 
smaller  number  of  alliances. 

On  the  other  hand,  arguments  in  favor  of  competing  alhances  in- 
clude: Incentives  for  innovations,  concerns  about  overly  powerful 
alliances  and  so  forth.  It  is  very  hard  to,  again,  weigh  design  ele- 
ments independently  of  each  other.  I  guess  it  would  be  my  opinion 
though  that  the  more  things  you  have  out  there  that  can,  in  effect, 
create  the  same  sorts  of  problems  we  have  today,  whether  it  be 
MEWA's,  association  groups  or  so  forth,  that  are  largely  uncon- 
trolled in  terms  of  their  practices,  the  more  you  risk  ending  up 
with  a  situation  that  is  very  similar  to  what  you  have  today. 

So  to  the  extent  that  you  do  allow  competing  alliances  in  some 
form,  I  think  you  need  to  very,  very  carefully  control  who  is  govern- 
ing them,  what  their  structure  is,  and  how  they  create  their  mem- 
bership in  their  organization.  You  want  to  make  sure  that  these  or- 
ganizations provide  equal  access  to  any  group  that  might  want  to 
get  access  to  them,  because  it  is  very,  very  clear  that  certain  cat- 
egories of  employers  are  going  to  be  low  risk  in  the  long  or  short 
run,  and  are  thus  going  to  have  incentives  to  fragment  risk.  This 
could  be  a  very  natural  and  predictable  short-term  economic  result. 

In  the  long  run  though,  I  think  that  everyone  may  be  worse  off 
if  risk  fragmentation  is  allowed  to  persist  in  a  form  anything  simi- 
lar to  what  we  have  today. 

Thank  you. 
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Chairman  LaFalce.  Thank  you  very  much  for  that  excellent  tes- 
timony and  I  allowed  you  to  go  on  for  some  time  beyond  the  10- 
minute  period,  but  that  is  because  I  knew  what  you  were  attempt- 
ing to  do  could  be  helpful  to  all  the  panelists  and  to  ourselves  too. 
That  is,  outline  the  advantages  and  disadvantages  and  consider  the 
alternatives.  So,  you  have  given  a  good  outline  for  all  of  us.  We  ap- 
preciate that. 

[Mr.  Haugh's  statement  may  be  found  in  the  appendix.] 

TESTIMONY  OF  JOHN  GALLES,  EXECUTIVE  VICE  PRESIDENT, 
NATIONAL  SMALL  BUSINESS  UNITED,  REPRESENTING  THE 
VOLUNTARY  PURCHASING  COOPERATIVE  COALITION 

Chairman  LaFalce.  Our  next  witness  is  Mr.  John  P.  Galles,  here 
this  morning  representing  the  Voluntary  Purchasing  Cooperative 
Coalition. 

Mr.  Galles.  Thank  you,  Mr.  Chairman,  and  thank  you,  members 
of  the  Small  Business  Committee  for  looking  at  this  very  important 
issue  in  the  midst  of  our  national  debate  on  health  care  reform. 

I  am  here  today  not  only  representing  my  organization,  National 
Small  Business  United,  but  also  the  Voluntary  Purchasing  Cooper- 
ative Coalition,  for  which  NSBU  serves  as  the  executive  secretar- 
iat. NSBU  represents  over  65,000  small  businesses  in  all  50  States. 

Our  association  works  with  elected  and  administrative  officials 
here  in  town  to  improve  the  economic  climate  for  small  business 
growth  and  expansion.  We  attempt  to  work  on  a  bipartisan  and  a 
very  proactive  basis.  We  try  to  win  some  victories  for  small  busi- 
ness so  that  something  actually  comes  out  of  this  town  that  is  help- 
ful to  small  business. 

We  are  also  quite  proud  to  represent  a  number  of  organizations 
that  have  put  together  their  own  purchasing  cooperatives.  One  is 
represented  here  today.  That  is  the  council  of  Smaller  Enterprises 
from  Cleveland,  and  you  will  be  hearing  from  John  Hexter  on  their 
program,  but  in  addition,  there  are  programs  in  Pennsylvania, 
Michigan,  Texas,  California,  IlHnois,  Wisconsin,  Colorado,  and  we 
are  working  now  in  Florida  to  put  together  more  purchasing  co- 
operatives. 

The  Voluntary  Purchasing  Cooperative  Coalition  represents 
small-  and  mid-sized  businesses,  consumers,  agricultural  interests, 
health  plans  and  insurance  agents.  Our  diverse  coalition  was 
formed  to  work  for  a  dynamic  market-based  health  care  reform 
which  ensures  that  competitive  forces  play  a  primary  role  in  the 
new  health  care  systems. 

One  of  the  most  fundamental  small  business  issues  you  will  ad- 
dress in  this  year's  reform  surrounds  the  mechanism  of  health  in- 
surance purchasing  and  the  nature  of  any  purchasing  cooperatives 
or  alliances.  The  Voluntary  Purchasing  Cooperative  Coalition 
strongly  believes  that  any  purchasing  cooperative  system  should  be 
voluntary,  not  forcing  businesses  to  purchase  coverage  from  any 
particular  source. 

At  the  same  time,  the  coalition  supports  a  reformed  system 
which  guarantees  a  level  playing  field  to  individuals  and  small 
firms  in  purchasing  health  coverage  and  eliminates  any  incentive 
for  cherry-picking  or  risk  selection  by  insurers.  Carriers   should 
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compete  on  price  and  the  efficiency  of  their  plans  and  not  on  their 
ability  to  bring  lower  risks  into  their  plans. 

Health  alliances  are  a  critical  piece  of  the  Clinton  plan,  funneling 
hundreds  of  billions  of  dollars  from  businesses  and  individuals  into 
health  care  plans.  Structured  improperly,  the  alliances  have  the 
power  to  produce  real  economic  harm. 

Structured  correctly,  within  a  volimtary  competitive  framework, 
cooperatives  could  work  to  contain  costs  and  promote  financial  re- 
sponsibility and  consumer  choice. 

Small  businesses  should  have  the  right  to  organize  and  run  their 
own  health  care  purchasing  cooperatives.  We  are  especially  con- 
cerned that  small  businesses  have  lived  under  the  kind  of  unequal 
regulation,  the  kind  of  different  regulation  which  causes  them  to  be 
selected  against,  and  we  are  anxious  for  this  Government  to  em- 
power small  businesses  to  come  together  and  purchase  health  care. 

A  mandate  on  employers  which  provides  neither  an  avenue  for 
these  businesses  to  choose  how  to  purchase  coverage,  nor  an  ability 
to  organize  for  their  own  best  interests  and  survival  will  be  very 
unpopular  with  small  business. 

In  fact,  I  expect  a  lot  of  the  animosity  toward  the  CHnton  plan 
today  is  based  on  their  reaction  to  the  health  alliances  built  into 
the  Clinton  plan.  Many  businesses,  you  all  know,  currently  provide 
coverage  and  might  not  oppose  an  employer  rnandate  will  almost 
certainly  oppose  a  provision  which  traps  them  into  purchasing  cov- 
erage from  a  single  potentially  inefficient  source. 

Moreover,  we  believe  that  voluntary,  private  competing  health 
cooperatives  would  harness  more  competitive  forces  for  cost  con- 
tainment than  single  mandatory  alliances  ever  could.  Competing 
cooperatives  will  have  strong  incentives  to  negotiate  tough  deals 
with  providers  in  order  to  attract  members. 

In  areas  where  the  market  cannot  sustain  multiple  cooperatives, 
they  would  therefore  not  exist,  thereby  maintaining  the  efficiencies 
of  larger  pools.  Multiple  cooperatives  represent  an  important  com- 
ponent for  maximizing  the  cost  containment  protection  of  managed 
competition. 

The  administration  has  been  appropriately  nervous  about  allow- 
ing single,  monopolistic  health  alliances  to  exclude  health  plans 
from  participation  in  the  alliance.  The  only  mechanism  the  alli- 
ances would  have  to  exclude  plans  would  be  a  price  cap  and  several 
other  objective  standards. 

But  a  private  cooperative  could  actually  bargain  with  insurers 
and  provider  groups  for  the  best  deals  for  their  members  and 
groups  that  would  not  deal  could  be  excluded  from  the  cooperative, 
and  other  markets  and  cooperatives  could  still  exist  outside  the  co- 
operative. 

The  administration's  plan  allows  large  corporations  with  more 
than  5,000  Hves  to  opt  out  of  the  health  alliance  system.  They  will 
only  do  so  if  that  action  enables  them  to  save  money.  Small  busi- 
nesses are  given  no  similar  opportunities  to  find  cost  savings  in  the 
system.  Small  businesses  need  this  kind  of  flexibility  even  more 
than  their  larger  counterparts. 

We  think  small  businesses  are  also  especially  affected  by  the  fact 
that  there  is  not  good  data  collected  on  their  use  of  health  care, 
and  we  think  purchasing  cooperatives  will  allow  the  kind  of  data 
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collection  which  will  give  them  more  understanding  of  the  cost  of 
health  care,  the  alternatives  that  are  available  to  them,  and  how 
to  manage  the  dollars  they  spend  on  health  care  more  effectively. 

We  constantly  run  into  the  issue  of  risk  selection  when  we  put 
forward  the  concept  of  voluntary  purchasing  cooperatives,  and  we 
respect  those  who  are  concerned  about  that  issue.  Some  opponents 
of  competing  health  cooperatives  have  argued  that  voluntary  pur- 
chasing cooperatives  would  allow  subtle  forms  of  cherry-picking 
and  thereby  foster  risk  selection  problems,  causing  the  new  system 
to  be  doomed  by  segmentation. 

We  think  these  arguments  are  either  overblown  or  simply  incor- 
rect, depending  upon  the  assumptions  made.  Certainly  these  argu- 
ments should  not  be  viewed  as  an  insurmountable  problem.  If  all 
individuals  must  have  coverage  and  all  providers  and  alliances 
must  offer  coverage  and  accept  individuals  under  the  same  condi- 
tions, we  believe  that  the  risk  selection  problems  will  be  relatively 
minor. 

Even  more  significantly,  we  are  convinced  that  the  adverse  selec- 
tion problems  caused  by  mandatory  alliances  are  even  greater  than 
those  that  might  come  from  voluntary  cooperatives. 

If  necessary,  there  are  several  ways  to  deal  with  potential  risk 
selection  problems  in  a  competitive  purchasing  cooperative  environ- 
ment. Since  adverse  selection  has  primarily  to  do  with  individuals 
gaming  the  system  for  their  own  benefit,  i.e.,  sick  people  enrolling 
in  the  most  expensive  plans  and  young  healthy  individuals  choos- 
ing HMO's  which  tend  to  be  less  expensive,  we  expect  most  risk  se- 
lection problems  to  occur  within  the  purchasing  cooperatives,  rath- 
er than  between  them. 

In  other  words,  the  primary  problem  results  regardless  of  the 
number  of  purchasing  cooperatives  and  this  problem  is  at  least  as 
great  within  a  single  mandatory  alliance  as  in  any  other  system. 

To  solve  this  and  any  other  risk  selection  problem,  a  risk  adjus- 
tor  could  be  used  which  would  essentially  transfer  funds  from  plans 
that  happen  to  have  better  risks  to  those  plans  that  happen  to 
have  worse  risks. 

The  administration  already  plans  to  use  a  scheme  similar  to  this 
in  their  own  health  alliances.  This  mechanism  would  have  two  pri- 
mary effects:  First,  it  would  spread  the  costs  of  caring  for  the  very 
sick  equitably  across  all  carrier  groups,  and  second,  it  would  elimi- 
nate any  financial  incentive  for  creative  cherry-picking  by  carriers. 
Why  expend  resources  to  get  healthier  individuals  into  your  pool  if 
they  cost  you  money? 

In  conclusion,  we  believe  that  voluntary  competing  purchasing 
cooperatives  are  likely  to  provide  greater  cost  containment  than 
single  alliances.  Voluntary  cooperatives  can  be  structured  to  avoid 
risk  selection  problems,  at  least  as  well  as  single  health  alliances. 

Voluntary  cooperatives  provide  small  businesses  with 
empowerment  in  the  system,  room  to  maneuver  without  feeling 
locked  in,  and  a  role  in  keeping  costs  down  system-wide.  We  think 
that  the  issue  of  voluntary  competing  purchasing  cooperatives  is 
one  of  the  small  business  issues  in  this  debate  and  we  look  forward 
to  discussing  this  issue  further  in  your  question  period. 

Thank  you. 

Chairman  LaFalce.  Thank  you,  very  much. 
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[Mr.  Galles'  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  Our  next  witness  will  be  Mr.  John  Hexter, 

representing  the  coimcil  of  Smaller  Enterprises,  Cleveland,  Ohio 

area. 
Mr.  Hexter. 

TESTIMONY  OF  JOHN  HEXTER,  PRESffiENT  OF  HEXTER  &  AS- 
SOCIATES; CHAIRMAN,  GROUP  SERVICES,  INC.,  REPRESENT- 
ING COUNCIL  OF  SMALLER  ENTERPRISES 

Mr.  Hexter.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. 

Access  to  affordable  health  care  coverage  is  not  just  an  issue  of 
domestic  economic  policy  nor  a  political  priority.  Most  small  busi- 
ness owners  cite  the  issue  as  one  of  the  most  important  intractable 
business  problems  they  face  day-to-day. 

We  commend  the  administration  and  the  Congress  for  taking  up 
the  issue  and  making  the  commitment  to  dealing  with  the  task  of 
reform.  We  believe  that  in  Cleveland,  Ohio,  COSE's  small  group 
purchasing  alliance  might  represent  part  of  the  solution  of  the 
health  care  problems  facing  the  country  today.  We  thank  the  com- 
mittee for  the  opportunity  to  share  our  story. 

My  name  is  John  Hexter.  I  am  the  president  of  a  small  business 
for  forms  and  printing  distributorship  with  six  full-time  employees. 
I  am  also  the  chairman  of  Group  Services  Inc.,  the  nonprofit  struc- 
ture COSE  has  put  in  place  to  manage  the  ongoing  activities  of 
COSE's  benefits  programs. 

I  hope  to  outline  COSE's  alliance  activities  and  provide  answers 
based  on  our  experiences  regarding  the  role  of  alliances  in  a  na- 
tional health  care  reform  policy.  We  would  then  of  course  be  happy 
to  answer  any  questions. 

For  over  20  years,  the  council  of  Smaller  Enterprises,  and  that 
is  what  we  affectionately  call  COSE,  has  been  hard  at  work  in 
tackling  the  dual  issues  of  access  and  affordability  in  health  care 
coverage  for  small  employers  in  our  community. 

Our  efforts  have  helped  us  to  become  not  just  the  largest  organi- 
zation of  our  kind  in  the  country,  but  also  nationally  recognized  as 
the  operator  of  one  of  the  Nation's  largest  proprietary  group  health 
plans  for  small  employers. 

COSE  has  about  14,000  member  companies,  of  which  over  11,000 
participate  in  at  least  1  of  our  15  sponsored  health  care  plans. 
Those  companies  provide  coverage  for  almost  80,000  area  employ- 
ees and,  when  we  include  their  families,  a  total  of  about  190,000 
greater  Clevelanders. 

Our  members  will  invest  over  $220  million  in  group  health  care 
premiums  in  this  contract  year,  making  COSE  the  largest  pur- 
chaser of  health  insurance  in  the  State  of  Ohio. 

A  number  of  things  are  unusual  about  our  plans.  First,  while  the 
group  is  very  large,  the  size  of  its  individual  participants  is  very 
small.  Participating  companies  have  an  average  of  about  7  employ- 
ees. COSE,  by  the  way,  defines  a  small  business  as  an  entity  with 
one,  count  that,  1  to  150  employees. 

Given  that  the  majority  of  the  working  uninsured  are  employed 
by  companies  with  fewer  than  10  employees,  we  believe  our  pro- 
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gram  has  a  great  impact  on  that  part  of  the  market  where  the  ac- 
cess, affordability  dilemma  is  most  severe. 

Second,  as  we  have  surveyed  our  new  member  companies  which 
have  joined  the  program  over  the  years,  we  have  found  that  about 
20  percent  joining  our  plans  didn't  have  group  health  coverage 
prior.  So,  while  our  programs  are  not  specifically  designed  for  unin- 
sured employers,  they  have  increased  access  to  coverage  for  a  sig- 
nificant number  of  small  companies  and  about  40,000  individuals. 

Third,  the  vast  majority  of  companies  joining  our  plans,  those 
that  do  provide  coverage  for  their  employees,  tell  us  that  joining 
our  programs  reduces  their  health  insurance  costs  between  30  and 
50  percent.  Those  savings  enable  many  small  business  people  to 
improve  the  benefits  they  offer  to  their  workers  and  still  pay  less 
for  their  coverage. 

Despite  our  lower  prices,  our  costs  are  very  stable.  The  trend  fac- 
tor increases  charged  by  commercial  insurers  to  individual  small 
groups  in  the  Cleveland  area  have  raised  the  cost  of  coverage  by 
an  average  170  percent  since  1986.  The  prices  our  members  pay 
have  increased  a  total  of  63  percent  over  the  same  period. 

Our  insurer  certainly  is  making  money  anyhow.  Having  just  con- 
cluded our  rate  negotiations  for  this  year,  I  am  pleased  to  report 
that  in  July,  COSE  members  will  experience  an  average  rate  in- 
crease of  2.85  percent,  less  than  3  percent,  the  lowest  in  our  his- 
tory. 

The  national  benefits  consulting  firm  of  Foster  Higgins  tells  us 
that  the  national  trend  is  8  percent  and  historically  our  region  has 
exceeded  that  trend. 

There  are  many  reasons  for  our  relative  success.  COSE  has  used 
market  forces  to  make  the  economics  of  health  care  work  for  our 
members.  While  the  number  of  COSE  participants  is  quite  large, 
it  is  important  to  remember  that  we  started  very  small,  with  about 
2,500  covered  lives. 

COSE  benefits  programs  are  operated  by  people  like  me.  When 
I  make  a  decision  as  a  board  member  regarding  our  programs,  I 
have  then  to  go  back  to  Hexter  &  Associates  and  explain  how  the 
changes  are  going  to  impact  my  employees  and  their  families,  and 
then  I  have  to  go  home  and  explain  the  same  thing  to  my  family. 

I  can  tell  you,  it  makes  me  think  twice  before  I  put  myself  and 
my  family  and  my  employees'  health  care  at  risk. 

Over  time,  we  have  built  a  group  which  enjoys  great  actuarial 
credibility,  enabling  us  to  keep  costs  predictable.  COSE  owns  the 
data  on  our  group,  general  information  about  claims  experience, 
utilization,  and  costs.  This  gives  us  the  ability  when  we  negotiate 
to  look  our  carriers  in  the  eye  and  talk  facts  and  to  put  aside  the 
fears  that  the  carriers  sometimes  have  when  dealing  with  the  small 
group  market. 

We  manage  our  programs  aggressively,  with  a  special  focus  on 
driving  down  administrative  costs.  We  can  attribute  a  great  deal  of 
our  members'  savings  to  the  administrative  side  of  the  equation. 
COSE  members'  total  administrative  costs  are  about  12  percent  of 
the  premium  as  compared  to  the  25  to  40  percent  that  the  small 
group  market  generally  experiences. 

Contrary  to  public  opinion,  we  do  not  realize  savings  by  dealing 
with  the  risk  side  of  the  equation. 
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We  are  effective  advocates  on  our  members'  behalf,  whether  it  is 
a  claim  that  has  been  refused  or  a  specific  provision  of  our  contract 
that  is  unclear,  COSE  uses  its  clout  as  the  biggest  customer  of  our 
carriers  to  fight  on  behalf  of  our  individuals. 

What  can  we  learn  from  our  experience?  Well,  one,  an  important 
one,  is  that  the  market  can  work.  COSE  is  entirely  a  creature  of 
market  forces,  and  our  experience  shows  that  the  private  sector  can 
be  effective  in  the  voluntary  marketplace.  We  have  found  ways  to 
attack  these  issues  by  being  creative,  taking  a  few  calculated  risks, 
and  making  some  tough  decisions. 

COSE  also  believes  that  the  market  is  a  powerful  regulator.  The 
fact  that  COSE  members  have  the  freedom  to  leave  if  they  don't 
feel  we  are  responsive  to  their  needs  keeps  us  on  our  toes.  Vol- 
untary, competing  alliances  must  be  preserved  if  we  are  to  keep 
the  pressure  up.  The  right  to  shop  is  absolutely  crucial  to  continu- 
ing accountability  to  participating  employers  and  workers. 

Second,  alliance  programs  must  be  operated  by  the  purchasers  of 
coverage.  COSE  was  part  of  an  effort  in  Ohio  to  create  a  State  law 
regarding  the  formation  of  voluntary  alliances.  The  alliances  are 
required  to  set  up  a  governing  board  composed  of  small  business 
owners,  the  people  who  pay  the  bill.  Insurers,  provides  and  others 
are  our  vendors,  not  our  owners. 

Third,  the  primary  role  of  the  alliance  must  be  that  of  advocate 
for  purchasers  and  subscribers.  We  should  leave  the  regulation  of 
insurance  practices  and  solvency  issues  and  technical  issues  in  the 
hands  of  folks  who  do  it  best,  State  insurance  departments. 

Fourth,  and  forgive  me  for  repeating  myself  but  I  do  believe  this 
is  important,  we  must  preserve  the  right  of  the  alliance  to  shop 
among  carriers.  It  is  COSE's  experience  that  it  is  better  to  be  the 
biggest  customer  of  a  limited  number  of  carriers  than  to  be  a  mod- 
est sized  customer  of  a  large  or  unlimited  number  of  carriers. 

Because  of  our  negotiating  clout,  COSE  has  been  able  to  nego- 
tiate with  our  carrier  over  a  number  of  insurance  industry  prac- 
tices and  effectively  change  the  way  our  carrier  does  business  in 
the  small  group  market.  For  example,  COSE  coverage  has  no  pre- 
existing condition  exclusions.  It  is  portable.  That  is,  any  person  can 
come  to  work  for  a  COSE  company  and  can  move  among  COSE 
companies  and  be  admitted  without  medical  underwriting.  Renew- 
ability  of  coverage  is  guaranteed  and  our  members'  prices  are  set 
and  maintained  using  a  modified  community  rating  methodology. 
In  addition,  COSE  is  able  to  guarantee  access  to  coverage  to  any- 
one who  applies. 

Generally  speaking,  only  with  the  threat  of  reform  over  its  head 
has  the  insurance  industry  in  general  become  willing  to  even  talk 
about  these  issues. 

Finally,  I  think  we  have  releamed  that  the  delivery  and  financ- 
ing of  health  care  is  primarily  a  local  issue.  No  matter  how  com- 
prehensively we  may  wish  to  pursue  reform,  those  reform  attempts 
will  fail  ultimately  unless  they  are  built  with  sufficient  flexibility 
to  enable  local  communities,  especially  local  purchasers  to  design 
and  manage  delivery  systems  that  meet  those  communities'  unique 
needs. 
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The  COSE  alliance  exists.  It  works.  It  has  a  long  record  of  suc- 
cess and  deserves  your  consideration  as  a  model  for  private  sector, 
small  group  reform. 

Mr.  Chairman,  thank  you  for  allowing  us  to  share  our  story.  We 
would  be  happy  to  answer  any  questions  that  you  might  have. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Hexter. 

[Mr.  Hexter's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  going  to  be  Mr.  Jay 
Ripps.  Mr.  Ripps  is  testifying  on  behalf  of  the  Health  Alliance 
Work  Group  of  the  American  Academy  of  Actuaries  Health  Practice 
Council. 

He  comes  to  us,  I  believe,  from  Arthur  Andersen  Co.  also  and 
represents  Arthur  Andersen  within  those  groups,  Health  Alliance 
Work  Group  of  the  American  Academy  of  Actuaries  Health  Practice 
Council. 

Mr.  Ripps. 

TESTIMONY  OF  JAY  C.  RIPPS,  CONSULTING  ACTUARY  FOR  AR- 
THUR ANDERSEN  AND  COMPANY,  REPRESENTING  THE 
AMERICAN  ACADEMY  OF  ACTUARIES 

Mr.  RiPPS.  Thank  you,  Mr.  Chairman. 

I  am  a  practicing  actuary.  I  have  done  a  number  of  things  in  that 
context  over  the  years.  I  was  with  a  major  insurance  company  for 
over  25  years,  and  left  them  to  become  a  public  school  teacher  for 
a  short  time  period. 

I  am  now  a  consulting  actuary  and  appearing  today  on  behalf  of 
the  American  Academy  of  Actuaries,  which  is  a  national  organiza- 
tion formed  in  1965  to  bring  together  into  a  single  entity  actuaries 
of  all  specialties  within  the  United  States.  In  addition  to  setting 
qualification  standards  and  standards  of  actuarial  practicing,  a 
major  purpose  of  the  academy  is  to  act  as  the  public  information 
organization  for  the  profession. 

I  am  also  chairman  of  the  academy's  Health  Alliance  Work 
Group,  and  it  is  in  that  capacity  that  I  appear  before  you  today. 

We  have  five  points  to  communicate,  and  I  will  try  to  summarize 
them  quickly  so  that  we  will  have  time  for  questions  and  discus- 
sions. 

The  first  point  is  with  respect  to  the  issue  of  mandatory  versus 
voluntary  participation  in  health  alliances.  It  is  our  advice  to  you 
that  mandatory  participation  be  considered  carefully  because  vol- 
untary participation,  although  attractive,  runs  a  significant  risk  of 
adverse  selection.  This  is  dangerous  because  the  alliance  ends  up 
with  poorer  health  risks  than  those  outside  the  alliance  over  time 
and  the  risk  of  adverse  selection  is  difficult  to  manage  under  the 
best  of  circumstances. 

There  are  ways  to  manage  it,  but  the  easiest  way  to  manage  it 
is  to  mandate  participation  through  the  alliance  for  those  people 
who  are  eligible  to  purchase  coverage  through  the  alliance. 

I  want  to  be  careful  to  distinguish  between  the  notion  of  an  em- 
ployer mandate  to  purchase  insurance  and  mandatory  participation 
through  the  alliance.  What  we  are  talking  about  is  mandatory  par- 
ticipation through  the  alliance  for  those  employers  who  decide  that 
they  will  or  will  have  to  provide  health  insurance  coverage. 
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To  reiterate,  the  danger  is  that  alliances,  in  a  voluntary  environ- 
ment, become  a  dumping  ground,  and  that  is  something  that  needs 
to  be  guarded  against  because  if  that  happens,  over  time  it  doesn't 
help  any  of  the  participants  in  the  alliance. 

The  second  question  is  one  of  size,  and  we  have  looked  at  the 
matter  of  how  big  an  alliance  needs  to  be  in  order  to  exercise  the 
kind  of  purchasing  power  and  achieve  the  kinds  of  economies  of 
scale  that  are  desired. 

Our  view  on  that  is  that  it  is  possible  to  achieve  those  economies 
by  setting  a  size  threshold  far  lower  than  the  5,000  proposed  in  the 
Health  Security  Act  and  that  it  is  possible  to  achieve  those  econo- 
mies at  as  low  a  level  as  100  or  even  fewer  employees. 

There  are  a  number  of  dangers  to  setting  a  higher  threshold,  in- 
cluding disruption  of  many  existing  health  plans.  But  even  more 
than  tnat,  it  is  important  that  alliances  have  the  ability  to  focus 
on  the  problems  of  small  business,  who  should  be  their  primary 
constituents. 

The  small  business,  as  you  know,  is  different  from  a  large  busi- 
ness. It  is  a  different  type  of  operation  and  organization,  and  it  is 
important  that  alliances  be  able  to  focus  effectively  on  the  unique 
problems  of  small  businesses,  and  therefore  setting  a  small  thresh- 
old seems  to  us  advisable. 

One  caveat  in  that  regard  is  that,  if  alliances  are  used  as  a  way 
to  spread  the  cost  of  high-cost  individuals — those  who  are  other- 
wise uninsurable — including  only  small  businesses  in  that  environ- 
ment will  be  contrary  to  the  interests  of  the  small  business  con- 
stituency. 

It  is  important  that  those  costs  be  spread  more  broadly,  and 
there  are  other  ways  to  spread  the  cost  of  high-risk  individuals, 
other  than  simply  requiring  alliances  to  charge  the  same  rate  to  ev- 
erybody and  sweeping  high-risk  individuals  into  them. 

We  would  suggest  that  those  other  approaches  be  carefully  con- 
sidered, so  that  a  disproportionate  burden  not  be  placed  on  small 
business. 

Third,  with  respect  to  the  issue  of  whether  one  has  a  single  or 
competing  alliances  within  a  given  region,  that  depends.  If  alli- 
ances are  to  have  important  regulatory  functions,  such  as  assuring 
universal  coverage,  bargaining  with  or  setting  fees  for  providers, 
then  it  seems  to  us  that  that  you  would  need  single  alliances  with- 
in a  region  to  accomplish  this. 

If,  on  the  other  hand,  the  primary  purpose  of  alliances  is  to  make 
available  in  a  competitive  environment  additional  options  for  small 
businesses  to  purchase  health  insurance,  then  that  argument  for  a 
single  alliance  within  a  region  is  less  compelling. 

However,  the  argument  that  perhaps  alhances  are  not  necessary 
at  all,  if  that  is  their  purpose,  can  equally  well  be  made.  It  is  per- 
haps possible,  simply  by  fixing  some  of  the  problems  existing  in  the 
insurance  market  today,  that  one  can  achieve  the  kinds  of  access 
to  health  insurance  in  a  competitive  environment  that  one  wanted 
to  achieve  if  alliances  are  not  to  be  used  for  quasi  regulatory  pur- 
poses. Perhaps  they  are  not  needed  at  all. 

A  fourth  point  is  that  it  is  important  that  rates  be  allowed  to  re- 
flect geographic  variation  in  costs.  That  is,  there  will  likely  be  in 
alliances,  if  they  are  set  up,  significant  cost  variations  within  alii- 
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ance  areas.  In  order  for  health  plans  to  compete  fairly,  and  this  is 
especially  true  for  those  health  plans  that  are  serving  high-cost 
areas — ^health  plans  that  we  do  not  want  to  impede — ^it  is  impor- 
tant that  rates  be  allowed  to  reflect  the  cost  variations  within  a  ge- 
ographic area. 

Finally,  with  respect  to  administrative  costs,  it  is  very  difficult 
to  assess  whether 


Chairman  LaFalce.  Before  you  go  on  to  your  next  point 

Mr.  RiPPS.  Yes,  sir. 

Chairman  LaFalce.  What  precisely  does  the  Clinton  plan  pro- 
vide with  respect  to  geographic  area  considerations? 

Mr.  RlPPS.  It  is  my  understanding  that  the  Clinton  plan  doesn't 
provide  for  geographic  area  variation,  but  I  would  have  to  look  at 
that.  I  don't  know  the  answer. 

Mr.  Haugh.  My  understanding,  what  it  does  is  it  gives  the 
States  the  authority  to  define  the  geographic  area  of  that  alliance. 
Within  that  geographic  area,  health  plans  do  have  to  have  a  single 
uniform  rate. 

Mr.  Repps.  The  difficulty  is  that  unless  the  alliance  areas  within 
a  State  are  defined  very  narrowly,  which  is  unlikely,  let's  take  New 
York,  for  example,  just  a  random  sample.  In  the  State  of  New  York, 
we  had  the  difficulty  in  the 

Chairman  LaFalce.  It  is  inconceivable  to  me  that  you  would 
have  anything  in  the  State  of  New  York  other  than  an  alliance  for 
the  Buffalo  area,  a  separate  one  for  the  Rochester  area,  a  separate 
one  for  the  Syracuse  area,  a  separate  one  for  the  Albany  area,  et 
cetera,  maybe  even  competing  alliances  within  those  areas. 

Mr.  RiPPS.  The  difficulty  arises  when  considering  the  downstate 
regions.  It  is  unclear  what  we  should  do  in  the  Long  Island,  Man- 
hattan area.  New  York  faced  that  very  problem  in  its  community 
rating  and  open  enrollment  legislation  where  they  set  up  seven 
areas.  There  has  been  and  continues  to  be  serious  contention  as  to 
what  should  be  the  case  between  Long  Island  and  Manhattan. 
These  are  the  kinds  of  issues  that  will  inevitably  arise  under  the 
Clinton  plan  because  maybe  there  would  be  a  separate  alliance  for 
Long  Island  as  opposed  to  Manhattan,  even  though  those  are  aw- 
fully contiguous  areas. 

Chairman  LaFalce.  As  I  understand  it,  this  issue  will  be  left  to 
the  States  to  determine. 

Mr.  RiPPS.  Be  left  to  the  States  to  determine. 

Chairman  LaFalce.  Please  continue.  I  interrupted  you. 

Mr.  RiPPS.  With  respect  to  administration,  it  is  difficult  to  pre- 
dict what  the  effect  on  small  business  will  be.  Some  small  busi- 
nesses will  undoubtedly  experience  increased  administrative  cost, 
particularly  those  who  have  not  provided  health  insurance  in  the 
past. 

On  those  who  provide  health  insurance  today,  it  is  difficult  to 
predict,  in  part  because  some  small  employers  have  very  helpful 
agents  and  brokers  who  work  with  them  and  make  health  insur- 
ance provision  a  reasonably  smooth  process.  For  others,  it  is  a  very 
difficult  process.  So,  it  is  difficult  to  predict  what  the  effect  of  alli- 
ances would  be  on  small  employers. 

What  is  clear,  however,  is  that  the  administration  of  alliances  is 
going  to  be  an  awfully  complex  thing  to  do  and  if  alliances  are  set 
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up,  it  is  our  suggestion  that  two  things  be  considered.  One  is  that 
they  be  empowered  broadly  to  contract  out  a  fair  amount  of  their 
responsibihties  because  they  are  going  to  have  their  hands  full,  and 
second,  that  there  be  some  consideration  to  shifting  some  of  the  ad- 
ministrative responsibilities  of  alliances  to  the  health  plans  which 
have  administrative  infrastructure  in  place.  This  would  be  particu- 
larly important  in  the  early  startup  phases  because  the  startup 
phases  would  be  extremely  difficult. 

Mr.  Chairman,  thank  you.  That  concludes  my  remarks. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Ripps. 

[Mr,  Ripps'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  Mr.  Russell  Notar,  the 
president  and  chief  executive  officer  of  the  National  Cooperative 
Business  Association. 

Mr.  Notar. 

TESTIMONY  OF  RUSSELL  NOTAR,  PRESmENT/CEO,  NATIONAL 
COOPERATIVE  BUSINESS  ASSOCIATION 

Mr.  NOTAR.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. 

I  am  Russ  Notar,  president  of  NCBA,  National  Cooperative  Busi- 
ness Association.  I  appreciate  very  much  your  inviting  us  to  partici- 
pate and  share  some  ideas  with  you  regarding  health  care. 

Also  I  appreciate  the  opportunity  to  share  some  ideas  with  our 
distinguished  panel  because  this  is  a  complicated  subject. 

NCBA  is  really  the  only  national  trade  association  representing 
cooperative  businesses  in  every  sector  of  the  economy.  More  than 
100  million  Americans  participate  in  over  47,000  cooperative  busi- 
nesses. 

Those  cooperative  businesses  contribute  about  $100  billion  to  the 
U.S.  economy  each  year,  but  unlike  other  businesses,  cooperatives 
are  not  created  to  return  a  profit  to  investors.  Rather,  cooperatives 
offer  their  members  ever-improving  services,  reduced  cost  pur- 
chases or  better  prices  through  joint  marketing  of  commodities, 
goods,  or  services. 

I  am  here  today  to  help  examine  in  some  detail  the  concept  of 
regional  health  alliances  or  health  insurance  purchasing  coopera- 
tives. But  specifically,  I  am  here  to  state  our  support  for  regional 
alliances  that  are  structured  as  private,  user-owned  cooperatives 
rather  than  as  Federal  or  State  agencies. 

Cooperatives  have  a  long  and  successful  history  in  health  care. 
The  first  prepaid  health  maintenance  organization  was  a  coopera- 
tive started  during  the  depression  in  Elk  City,  Other  more  modern 
day  cooperatives  include  Group  Health  Cooperative  of  Puget  Sound, 
which  now  serves  475,000  members  with  revenues  of  $850  million 
and  Health  Partners  of  the  Twin  Cities,  Minneapolis,  St.  Paul, 
serving  500,000  members  with  revenues  of  almost  $810  million. 

They  are  among  the  most  respected  health  care  management  or- 
ganizations in  the  country.  Cooperatives  this  year  are  celebrating 
150  years  of  existence.  They  started  back  in  Rochdale,  England, 
and  the  idea  came  across  to  our  good  land,  and  the  U.S.  cooperative 
movement  has  been  strong  since  the  late  1800's,  early  1900's,  and 
health  care  has  been  part  of  that  legacy. 
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A  cooperative  belongs  to  the  people  who  use  it.  Member  owners 
generally  have  equal  control  over  their  cooperative  with  each  mem- 
ber exercising  one  vote.  The  members  elect  directors  who  in  turn 
hire  management  to  operate  the  cooperative  on  a  day-to-day  basis 
in  a  way  that  meets  goals  set  by  directors  to  serve  the  members' 
interest. 

Cooperatives  are  business  entities  designed  by  consumers,  busi- 
nesses, producers,  and  workers  to  meet  distinct  economic  needs. 
Cooperatives  are  not  Government  agencies.  They  are  not  regu- 
lators. Government  often  has  used  cooperatives  to  address  eco- 
nomic or  social  problems,  but  they  have  never  assumed  regulatory 
powers. 

I  might  suggest,  Mr.  Chairman,  that  a  distinguished  Chairman 
of  this  committee,  Wright  Patman,  who  many  years  ago  became  an 
early  advocate  of  credit  unions,  which  are  cooperatives,  was  a 
strong  supporter  of  the  growth  of  credit  unions  here  in  the  United 
States  and  now  around  the  world. 

Those  credit  unions,  rural  electric  cooperatives,  and  rural  tele- 
phone cooperatives  are  all  private  businesses.  They  neither  have 
nor  seek  Government  authority.  I  would  suggest  in  health  care  re- 
form that  we  would  urge  you  and  your  colleagues  to  follow  this 
precedent. 

In  a  health  alliance  structured  as  a  cooperative,  democratic  con- 
trol would  empower  alliance  participants.  Members  would  have  di- 
rect input  on  the  issues  of  access,  cost,  and  quality  that  are  central 
to  successful  health  care  reform. 

Indeed,  cooperative  alliances  offer  the  best  hope  for  market-based 
reform.  Cooperative  health  alliances  will  allow  each  family  to 
choose  a  health  plan  instead  of  letting  health  plans  choose  families. 
Because  they  would  be  owned  and  governed  by  their  members,  co- 
operative alliances  would  afford  consumers  this  opportunity  with- 
out creating  another  bureaucracy. 

Who  should  participate  in  these  alliances?  Because  NCBA's 
membership  includes  insurance  companies,  HMO's,  small  busi- 
nesses and  consumer  cooperatives,  we  really  took  a  long  look  at  the 
question  of  whether  participation  should  be  voluntary  or  universal. 
Somehow  that  word  mandatory  bothered  us  in  the  cooperative 
movement. 

When  we  began  working  on  the  alliance  concept,  we  came  at  it 
from  an  historical  perspective  that  membership  in  a  cooperative 
should  always  be  voluntary.  However,  insuring  health  care  costs  is 
such  a  unique  business  that  we  fear  voluntary  health  alliances 
would  segregate  high-risk  individuals,  as  we  heard  about  earlier, 
by  giving  businesses  with  below  average  risk  an  incentive  to  go 
outside  that  alliance  and  negotiate  directly  with  health  plans  them- 
selves. We  think  that  is  a  severe  drawback  and  a  danger. 

The  alliances  easily  could  degenerate  into  high-risk  pools,  which 
would  really  accomplish  nothing  and  turn  out  to  be  worse  than 
where  we  are  now. 

In  addition,  we  believe  that  mandatory  cooperative  alliances 
would  reduce,  not  increase,  bureaucracy.  In  a  voluntary  alliance 
system,  hundreds  of  health  plans  would  be  cutting  deals  with  thou- 
sands of  employers  and  millions  of  individuals.  I  can't  imagine  the 
army  of  bureaucrats  it  would  take  to  risk  adjust  in  such  a  system. 
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Monitoring  and  accounting  for  every  insurance  contract  in  an  at- 
tempt to  balance  costs  and  risks,  in  our  opinion,  would  be  a  night- 
mare. Any  of  the  administrative  cost  reductions  we  were  hoping  for 
would  be  quickly  swallowed  up  by  State  level  administrators. 

Conversely,  universal  participation  in  cooperative  alliances  will 
make  it  considerably  harder  for  health  plans  to  avoid  their  share 
of  risk. 

Does  it  follow  that  cooperative  alliances  should  enjoy  exclusive 
territory?  Not  necessarily. 

We  believe  it  may  be  possible  to  allow  for  competing  cooperative 
alliances  if  participation  in  a  cooperative  alliance  is  mandatory  and 
the  alliances  compete  only  on  the  level  of  consumer  advocacy  and 
service  and  bring  that  cost-effectiveness  and  service  to  their  mem- 
bers. 

Finally,  assuming  that  large  employers  will  be  excluded  from  al- 
liance participation,  and  that  is  an  assumption,  we  certainly  urge 
you  to  recognize  that  several  trade  associations  also  offer  competi- 
tive health  plans  to  their  members.  Though  NCBA  does  not  offer 
such  a  plan,  we  advocate  finding  a  compromise  that  allows  such  as- 
sociations to  preserve  their  existing  health  plans. 

Before  I  close,  Mr.  Chairman,  I  would  like  to  say  that  I  am  par- 
ticularly pleased  to  appear  before  you  committee  because  many  co- 
operatives are  in  fact,  small  businesses,  and  I  hope  that  our  ap- 
pearance here  can  mark  the  beginning  of  a  new  partnership  be- 
tween our  businesses  and  this  committee. 

I  also  would  like  to  suggest  that  small  businesses  grow  into  big 
businesses,  and  we  have  a  number  of  cooperatives  that  have  en- 
joyed that  success  and  that  growth.  So,  there  is  a  track  record  for 
cooperatives. 

In  this  150th  anniversary,  we  can  report  to  you  that  cooperatives 
work  and  we  would  like  to  suggest  that  this  track  record  may  be 
one  to  take  a  long  look  at  as  far  as  delivering  health  care  services 
across  this  country. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Notar. 

[Mr.  Notar's  statement  may  be  found  in  the  appendix.] 

TESTIMONY  OF  JOSEPH  PASSMAN,  PRESIDENT,  LOUISIANA 
HEALTH  CARE  ALLIANCE 

Chairman  LaFalce.  Our  next  witness  is  Mr.  Joseph  Passman, 
president  of  the  Louisiana  Health  Care  Alliance. 

Mr.  Passman,  are  you  related  to  a  former  Congressman?  How  so? 

Mr.  Passman.  Kind  of  a  great  uncle.  Interestingly,  my  grand- 
mother was  a  Passman  from  the  Monroe  area.  My  grandfather  was 
a  Passman  from  the  Franklington  damage  on  that,T)ut  at  any  rate, 
we  are  vaguely  related. 

Chairman  LaFalce.  Good.  The  bells  have  rung  which  indicate 
we  have  15  minutes  to  vote,  and  I  am  going  to  suggest  you  try  to 
speak  for  absolutely  no  more  than  9  minutes  to  enable  us  to  get 
over  for  that  vote,  OK?  Proceed. 

Mr.  Passman.  Thank  you,  Chairman  LaFalce,  Ranking  Member 
Meyers,  members  of  the  Small  Business  Committee. 

I  appreciate  the  opportunity  to  share  my  views  with  you  this 
morning  on  HPPC's.  By  calling  this  hearing,  you  have  certainly  in- 
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dicated  an  interest  to  me  and  the  American  people  in  your  deter- 
mination to  see  America's  health  care  system  reformed  in  a  mean- 
ingful way. 

The  Louisiana  Health  Care  Alliance  is  a  coalition  of  employers 
of  all  sizes,  representing  over  a  quarter  million  covered  lives  in 
southeast  Louisiana  alone.  The  alliance  is  an  active  member  of  the 
National  Business  Coalition,  which  represents  coalitions  like  ours, 
with  6,000  employer  members  and  30  million  covered  lives  nation- 
wide. 

Through  our  national  organization  and  at  the  State  level,  busi- 
ness coalitions  such  as  ours  are  working  to  promote  employer  led, 
market  driven,  community-based  health  care  reform.  Gradually 
State  by  State,  community  by  community,  we  are  having  an  impact 
through  a  variety  of  means — including  employer  sponsored  pur- 
chasing initiatives. 

I  would  like  to  begin  my  testimony  by  providing  the  views  of 
LHCA  on  health  plan  purchasing  cooperatives,  alliances,  or  HPPC's 
and  how  they  might  best  be  structured  and  perform  to  benefit  the 
small  business  sector  of  economy,  and  then  conclude  this  testimony 
with  information  about  what  groups  like  ours  are  doing,  what  our 
activities  are  relating  to  this  area. 

Purchasing  cooperatives  were  originally  intended  to  benefit  un- 
derserved  populations  like  small  businesses  and  individuals  who 
lacked  the  market  clout  to  negotiate  for  better  prices  as  larger  em- 
ployers can  do  now. 

As  initially  proposed,  these  HPPC's  were  not  intended  to  serve 
as  virtual  single-payer  systems  granting  a  monopoly  for  healthcare 
purchasing. 

Employee  thresholds  similar  to  those  proposed  in  the  President's 
plan  would  create  huge  new  purchasing  cooperatives  that  would 
swallow  up  literally  80  to  85  percent  of  the  purchasing  power  in 
most  communities,  and  in  some  even  more,  if  those  communities 
did  not  have  any  employers  large  enough  to  fall  outside  of  the  em- 
ployee threshold  requirement. 

This  would  leave  little  negotiating  power  for  other  purchasers 
and  the  impact  on  private  sector  purchasing  initiatives  would  be 
devastating.  Additionally,  with  no  competing  purchasers  with 
whom  to  compare  a  Government  run  or  Grovernment  sanctioned 
purchasing  cooperative,  consumers  and  employers  would  have  no 
way  of  assessing  its  ability  to  effectively  negotiate  for  fees  and  en- 
sure quality  outcomes.  Nor  would  purchasers  know  whether  or  not 
a  monopolistic  purchasing  cooperative  was  charging  a  fair  adminis- 
trative fee. 

Since  most  small  businesses  are  local  in  nature  and  serve  specific 
communities,  we  would  propose  a  smaller,  decentralized  structure 
for  purchasing  cooperatives,  one  that  was  related  to  natural  mar- 
kets. We  believe  that  huge  purchasing  cooperatives,  including  those 
that  may  cross  borders  and  geographical  boundaries,  are  designed 
to  regulate  and  control,  rather  than  empower  purchasers  and  stim- 
ulate markets  to  perform  as  they  should. 

We  also  suggest  that  the  structure  of  purchasing  cooperatives 
should  be  somewhat  flexible,  able  to  be  easily  modified  as  they 
evolve,  giving  their  managing  boards,  composed  of  employers  and 
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consumers,  the  ability  to  effectively  adapt  to  changes  in  local  mar- 
kets if  needed. 

We  do  not  believe  that  employers  should  be  mandated  to  provide 
and  pay  for  health  care  coverage  for  their  employees.  The  small 
business  community  has  already  gone  on  record  as  saying  that  em- 
ployer mandates  would  result  in  fewer  jobs,  lower  wages  and  high- 
er prices  for  the  goods  and  services  we  produce.  We  believe  the 
Government's  role  should  be  one  of  enabling,  rather  than  requiring 
employer  participation. 

We  would  prefer  to  see  voluntary  purchasing  cooperatives  com- 
peting for  business  in  local  markets.  If  purchasing  cooperatives  are 
doing  a  good  job  controlling  costs  while  ensuring  quality  and  value, 
they  will  attract  customers.  If  not,  employers  should  have  the  op- 
tion of  purchasing,  as  they  do  now.  For  voluntary  purchasing  co- 
operatives to  work,  market  reforms  must  be  implemented  that 
eliminate  the  discriminatory  rating  and  underwriting  practices, 
which  in  the  past  have  denied,  restricted,  or  priced  out  of  coverage 
individuals  and  small  groups  simply  because  people  become  older, 
they  develop  health  risks,  lose  or  change  jobs,  work  at  high-risk  oc- 
cupations or  for  similar  reasons.  To  effectively  solve  these  prob- 
lems, factors  related  to  risk  selection  have  to  be  addressed. 

We  believe  that  the  market  best  served  by  collective  purchasing 
is  represented  by  employers  with  100  or  fewer  emplovees.  This 
seems  to  be  the  size  employer  that  has  historically  had  the  most 
difficulty  in  obtaining  quality,  affordable  health  care  benefits  on 
their  own.  Additionally,  by  limiting  HPPC  size  in  this  manner, 
there  is  less  likelihood  that  Grovernment  sponsored  health  care  pur- 
chasing would  dominate  local  markets.  This  is  important  if  em- 
ployer led  purchasing  initiatives  that  have  a  demonstrated  an  abil- 
ity to  control  costs  and  purchase  value  are  to  be  encouraged 
through  reform  to  continue  and  expand  rather  than  curtail  their  ef- 
forts. 

The  duties  and  regulatory  authority  of  purchasing  cooperatives 
should  be  limited  to  administering  enrollment,  collection  and  dis- 
bursement of  premiums,  overseeing  mechanisms  to  prevent  risk  se- 
lection, and  securing  and  publishing  data  on  quality  and  outcomes. 
Duties  may  also  need  to  include  ensuring  that  Federal  standards 
are  met  by  competing  health  plans,  which  include  offering  the  ap- 
proved basic  or  core  benefits  package,  submitting  data  and  meeting 
financial  requirements  necessary  to  ensure  solvency. 

HPPC's  should  enable  rather  than  compel  participation  by  em- 
ployers and  health  plans  alike.  We  believe  that  HPPC's  should  be 
allowed  to  determine  whether  they  wish  to  be  active  or  passive 
purchasers.  Active  purchasers  may  selectively  contract,  while  pas- 
sive purchasers  must  accept  and  offer  all  qualified  plans. 

Although  the  managing  boards  of  HPPC's  should  be  representa- 
tive of  their  customers,  employers  and  individual  consumers,  and 
should  be  accountable  to  their  memberships,  ultimately  account- 
ability can  and  will  come  at  the  hands  of  the  marketplace,  if  pur- 
chasers are  given  accurate,  useful  information.  Clear,  concise  and 
current  data  will  be  critical  for  individuals  and  employers  in  a  dy- 
namic competitive  market.  Employers  and  employees  must  be 
given  the  ability  to  select  among  competing  health  plans,  not  just 
on  the  basis  of  cost,  but  on  the  basis  of  quality.  This  will  mean  that 
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a  uniform  methodology  is  essential  for  evaluating  patient  satisfac- 
tion and  clinical  outcomes  in  terms  that  are  understandable  to  the 
average  HPPC  customer. 

Development  of  a  consumer  friendly  report  card  on  various 
health  plans  is  already  imder  way  in  a  number  of  employer  coali- 
tions, including  our  own,  through  adoption  and  use  of  the  new 
HEDIS  2.0  document  recently  developed  by  the  National  Commit- 
tee for  Quality  Assurance.  HEDIS,  which  stands  for  Health  Plan 
Employer  Data  Information  Sets,  combined  with  our  own  data  col- 
lection efforts,  will  enable  employer  purchasers  to  differentiate  be- 
tween competing  managed  care  organizations  on  the  basis  of  net- 
work composition,  patient  satisfaction,  and  clinical  outcomes.  Much 
of  this  information  will  be  usable  at  the  consumer  level  as  well. 

In  summary,  the  Louisiana  Health  Care  Alliance  favors  vol- 
untary, nonregulatory,  multiple  competing  purchasing  cooperatives. 
The  alliance  and  many  of  our  counterpart  coalitions  across  the 
country  have  already  begun  establishing  employer  sponsored  pur- 
chasing groups  and  organizations  similar  in  purpose  and  structure 
to  HPPC's.  In  addition  to  the  Preferred  Provider  Network,  we  have 
in  Baton  Rouge  already  has  shown  significant  savings  for  employ- 
ers, our  new  health  care  alliance  in  Shreveport  and  Lake  Charles 
have  already  developed  PPO's  as  well. 

The  alliance  is  also  in  the  process  of  implementing  a  pilot  project 
with  the  Chamber  of  Commerce  to  extend  the  network,  the  dis- 
count network  to  their  small  employer  members.  With  the  upcom- 
ing formation  of  new  alliances  in  Alexandria  and  Lafayette,  soon 
most  employers  in  our  State  will  already  have  access  to  a  purchas- 
ing network,  developed  as  a  purely  private  sector  initiative. 

Other  employer  coalitions  around  the  country  either  have  al- 
ready established  or  have  been  moving  quickly  toward  establishing 
purchasing  models  of  various  types.  This  includes  communities  as 
different  as  Minneapolis  and  Miami,  Denver  and  Tampa,  Houston, 
Memphis,  and  many  others.  Additionally,  employer  coalitions  are 
working  with  policymakers  to  develop  legislation  at  the  State  level 
that  will  eliminate  the  barriers  that  have  existed  in  the  past,  pre- 
venting groups  of  smaller  employers  from  banding  together  to  form 
association  type  insurance  plans.  Other  States  with  coalition  sup- 
port have  passed  State  versions  of  managed  competition  featuring 
voluntary  purchasing  cooperatives,  like  Florida  and  California,  for 
example. 

Employer  initiated  health  care  coalitions  like  LHCA  have  tradi- 
tionally performed  a  variety  of  other  functions,  providing  valuable 
benefit  related  services  to  member  companies.  The  Louisiana 
Health  Care  Alliance  has  developed,  for  example,  model  programs 
designed  to  help  employers:  Educate  and  provide  incentives  for  em- 
ployees to  audit  their  own  hospital  and  related  medical  bills  for 
overcharges  and  duplicative  charges  and  other  mistakes,  identify 
and  combat  health  care  fraud  and  abuse,  which  accounts  for  any- 
where from  5  to  15  percent  of  premium,  provide  health  promotion 
and  wellness  programs,  and  establish  special  services  for  employ- 
ees/dependents like  eldercare  and  maternal  and  infant  health  pro- 
grams. 

Additionally,  quality  initiatives  by  employer  coalitions  relating  to 
quality  improvement  partnerships  between   employers   and  their 
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service  providers  and  data  initiatives  are  identifying  high  cost 
areas  of  medical  services  and  over  utilization.  Employer  coalitions 
across  the  United  States  are  now  actively  and  effectively  confront- 
ing issues  within  their  communities. 

We  recognize  the  need  for  a  parallel  effort  between  the  public 
and  private  sector  to  address  serious  problems  of  health  care  cost, 
quality  and  access  in  our  country.  Obviously  the  public  sector  must 
have  a  role  in  reaching  underserved  populations  and  the  public  sec- 
tor can  contribute  significantly  toward  moving  markets  toward  col- 
lective purchasing  and  managed  care  arrangements  that  ensure 
quality  and  value  while  controlling  cost.  We  simply  urge  you  to 
consider  the  alternatives  for  accomplishing  this  within  the  context 
of  reforms  already  under  way  in  the  marketplace.  We  hope  that 
you  will  also  provide  for  the  continued  existence  of  private  sector 
purchasing  initiatives  such  as  ours  and  those  described  in  this  tes- 
timony. 

Without  these  initiatives,  we  will  lose  the  innovative  approaches 
to  health  care  delivery  that  are  just  now  beginning  to  demonstrate 
an  ability  to  control  costs  without  sacrificing  quality  or  access  to 
needed  health  care  services. 

I  appreciate  the  opportunity  to  share  with  the  committee  this 
morning  our  viewpoints  and  suggestions  on  these  issues  and  would 
be  happy  to  answer  any  questions  you  might  have,  and  that  is  as 
fast  as  I  can  talk. 

Chairman  LaFalce.  I  appreciate  very  much  the  fact  that  you 
were  able  to  get  your  entire  statement  in  the  allotted  time,  the  only 
mem.ber  of  the  panel  able  to  do  that.  Thank  you. 

[Mr.  Passman's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  We  are  going  to  have  to  run  right  now,  but 
we  will  be  back  in  approximately  10  minutes,  and  the  first  question 
I  will  ask  is  if  any  of  you  have  any  comments  you  would  like  to 
make  about  any  of  the  testimony  given  by  any  of  the  other  panel- 
ists, either  to  underscore  it  or  to  take  issue  with  it,  or  just  to  shed 
some  additional  light  upon  it. 

We  will  be  back  in  about  10  minutes.  Thanks. 

[Recess.] 

Chairman  LaFalce.  The  Small  Business  Committee  will  resume 
its  consideration  on  the  issue  of  health  care  cooperatives,  alliances, 
the  various  issues  concerning  the  same. 

When  I  left,  I  had  asked  the  question  if  any  of  you  have  any  com- 
ment you  wish  to  make  on  any  of  the  comments  made  by  other 
panelists.  Who  wants  to  take  me  up  on  that?  Nobody? 

Come  on,  Mr.  Haugh. 

Mr.  Haugh.  I  will  comment  on  a  couple  of  things  that  relate  to 
some  things  brought  up. 

A  number  of  people  referred  to  the  problem  that  in  many  States 
purchasing  groups  are  not  allowed  to  form.  These  are  referred  to 
as  fictitious  group  laws — they  say  a  group  can't  form  for  the  sole 
purpose  of  obtaining  health  insurance.  At  minimum  to  allow  group 
purchasing  you  would  have  to  preempt  or  override  this  sort  of  law. 

Having  said  that,  I  think  it  is  very,  very  important  to  think 
about  if  you  are  now  going  to  start  allowing  alliances  to  develop, 
what  other  requirements  do  you  need  to  place  on  them? 
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I  think  one  of  the  most  important  issues  that  one  needs  to  think 
about  is  what  is  the  governing  structure  of  these  things?  Who  is 
on  the  board  making  the  decisions?  Who  is  governing?  Is  it  the  pur- 
chasers, the  sellers?  I  think — is  it  the  community? 

My  own  feeling  is  that  it  is  very  important  that  the  purchasers, 
those  folks  paying  the  bill,  are  in  a  position  to  make  decisions  on 
behalf  of  the  people  who  are  in  the  co-op  with  them. 

The  other  thing  that  I  think  is  really  important  is  that  there  is 
a  tendency 

Chairman  LaFalce.  Are  you  suggesting  it  should  be  exclusively 
purchasers? 

Mr.  Haugh.  Yes. 

Chairman  LaFalce.  I  can  see  the  exclusion  of  providers,  I  can 
see  the  exclusion  of  insurance  companies,  et  cetera,  but  what  about 
consumers? 

Mr.  Haugh.  Sorry,  I  used  that  a  little  bit  loosely.  What  I  meant 
by  that  is  consumers  and  employers. 

Chairman  LaFalce.  By  purchasers  you  meant  consumers.  All 
right. 

Mr.  Haugh.  Both  are  going  to  end  up  paying  this  bill  in  one  way 
or  another. 

Chairman  LaFalce.  What  the  Clinton  plan  calls  for,  has  it  had 
this  effect? 

Mr.  Haugh.  In  effect,  it  falls  somewhere  very  close  to  this  ap- 
proach. It  prohibits  persons  with  a  conflict  of  interest  from  serving 
on  the  board.  It  would  require  that  employers,  self-employed  types 
and  individuals  would  be  the  people  who  would  serve  on  the  alli- 
ance board. 

I  think  that  the  other  two  Federal  bills  that  one  hears  people  re- 
ferring to  also  would  follow  this  construct. 

Chairman  LaFalce.  Anyone  else? 

Mr.  NOTAR.  Mr.  Chairman,  I  would  just  like  to  add  my  2  cents 
to  that. 

Chairman  LaFalce.  You  would  agree  strongly,  wouldn't  you? 

Mr.  NoTAR.  I  would  agree  strongly.  I  really  think  people  who  are 
purchasing — acquiring  the  services  and  using  the  services  should 
have  some  say  and  some  vote  as  to  how  that  process  works. 

Just  to  reinforce  I  guess  what  I  tried  to  say  is  that  I  really  feel 
that  the  policy  framework  of  a  cooperative  is  such  that  when  it 
works  right  and — it  doesn't  always  happen — ^but  when  it  happens, 
the  policymakers  of  the  board,  usually  a  small  board,  set  those  poli- 
cies and  then  let  the  management  and  maybe  any  committees  that 
involve  both  staff  and  management  proceed  with  how  the  business 
is  run. 

I  think — I  think  one  other  point  just  to  make,  is  I  believe — I  am 
not  sure  it  is  the  administration  proposal  or  there  may  be  several — 
included  there  several  others — ^but  the  involvement  of  some  State 
representatives  on  those  boards  or  in  the  governing  structure.  We 
believe  that  the  certification  and  regulatory  process  should  be  left 
to  the  States  or  in  some  structure  it  should  be  left  to  a  Federal 
structure,  however  that  certification  is  done. 

Chairman  LaFalce.  How  is  that  handled  under  the  Clinton  pro- 
posal? 

Mr.  NoTAR.  I  believe  there  is  some  State  involvement. 
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Chairman  LaFalce.  State  involvement  in  what? 

Mr.  NoTAR.  In  the  governance  structure,  apart  from  regulatory 
only.  Politicians  could  nandpick  alliance  boards. 

Chairman  LaFalce.  Is  there  State  involvement  in  the  governing 
structure  as  opposed  to  how  many  alliances  there  would  be  and 
where  they  would  be? 

Mr.  Haugh.  My  understanding  is  there  wasn't.  The  State  is 
clearly  involved  in  defining  many  of  the  characteristics  of  the  alli- 
ance so,  in  that  respect,  it  is  involved  in  it. 

Mr.  NoTAR.  Yes.  My  concern  is  keeping  the  State  and  keeping 
the  Federal  Government  off  the  governance  structure  and  off  the 
decisionmaking  structure. 

Chairman  LaFalce.  It  is  my  understanding  that  that  is  the  case. 
1  could  be  wrong,  but  that  is  my  understanding. 

Let  me  say,  Joe,  that  because  there  are  only  a  few  of  us  here, 
I  am  going  to  ask  a  series  of  questions  and  then  I  will  ask  you  to 
just  jump  in  when  you  feel  you  should. 

Mr.  Knollenberg.  My  question  would  be  directed  to  one  mem- 
ber specifically. 

Chairman  LaFalce.  Why  don't  you  go  ahead? 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

Others  can  kick  in  if  you  want  to,  but  I  want  to  come  back  to 
Mr.  Hexter  on  the  COSE  group.  I  am  interested  in  what  you  have 
done.  You  may  have  solved  the  whole  problem.  If,  in  fact,  I  look  at 
the  numbers  correctly,  you  have  about  14,000  companies. 

Mr.  Hexter.  That  is  in  the  11,000  plus,  yes  in  our  health  care 
plans. 

Mr.  Knollenberg.  Most  of  which  in  the  greater  Cleveland  area, 
is  that  right? 

Mr.  Hexter.  Yes. 

Mr.  Knollenberg.  About  80,000  employees  and  190,000  individ- 
uals that  are  covered. 

Mr.  Hexter.  Right. 

Mr.  Knollenberg.  I  look  at  your  220  million  and,  being  an  old 
insurance  man,  I  figure  you  have  a  pretty  decent  program  here.  In 
terms  of  the  amount  of  premium  they  are  paying,  ana  I  don't  know 
the  mix  of  your  employees  in  this  group,  but  I  assume  the  census 
data  would  present  you  with  a  large  number  of  young  employees. 

Mr.  Hexter.  That  is  correct.  Sitting  behind  me  is  the  staff  coun- 
sel to  COSE,  Suzanne  Martin,  if  I  could  turn  back  to  verify  with 
her  so  I  don't  lead  you  astray. 

Mr.  Knollenberg.  These  numbers  are  just  general. 

Mr.  Hexter.  That  is  correct. 

Mr.  Knollenberg.  My  question  is,  I  presume  you  have  some  se- 
lection available  to  the  various  companies.  You  have  15  different 
plans. 

Mr.  Hexter.  Fifteen  plans.  That  is  right. 

Mr.  Knollenberg.  Are  your  benefits  typical  in  that  you  have 
copays,  and  deductibles?  Do  you  have  any  first-dollar  costs? 

Mr.  Hexter.  There  is  one  portion  of  the  coverage  that  is  offering 
first-dollar  coverage.  We  don't  encourage  it,  but  it  is  there. 

Mr.  Knollenberg.  You  have  15  plans  but  only  one  company,  one 
insuring  body? 

Mr.  Hexter.  No,  I  think  there  are  four  or  five. 
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Mr.  Knollenberg.  OK.  Most  of  which  are  major  carriers. 

Mr.  Hexter.  Blue  Cross.  Blue  Cross  is  the  single  biggest  carrier, 

Mr.  Knollenberg.  You  say  you  have  one  plan  that  has  some 
first-dollar  coverage. 

Mr.  Hexter.  There  is  that  option  in  three  different  plans  so  that 
it  is  a  little — it  is  rich.  It  is  expensive. 

Mr.  Knollenberg.  I  understand,  but  they  can  choose  that. 

Mr.  Hexter.  That  is  exactly  right. 

Mr.  Knollenberg.  So  the  selectivity  is  there.  Access  to  that  kind 
of  plan  is  there.  But  the  employee,  apparently,  pays  a  greater  por- 
tion of  it. 

Mr.  Hexter,  That  is  correct.  The  employer  chooses  how  to  appor- 
tion the  cost  structure  so  we  can't — I  can't  tell  you  that  all  of  our 
employers  pay  80  percent.  I  would  tell  you  that  the  bulk  of  them 
pay  100  percent,  in  all  honesty.  The  little  guy  is  buying  all  the  in- 
surance. 

But  how  the  cost  is  shared  at  Hexter  and  Associates  is  that  we 
pay  100  percent  of  a  single  person  and  subsidize  the  family  portion 
if  that  is  what  is  necessary. 

Mr.  Knollenberg,  You  have  drawn  flexibility  into  the  plan,  and 
you  tailor  it  to  any  group. 

Mr,  Hexter.  We  are  a  creature  of  the  marketplace. 

Mr.  Knollenberg.  Do  you  know  if  you  are  unique?  I  know  that 
you  are  bigger  than  other  similar  plans.  But  are  you  unique  in  this 
process?  Somewhat  so? 

Mr.  Hexter.  There  are  others  in  Ohio  working  under  our  help 
and  direction. 

Mr.  Knollenberg.  I  am  asking  country-wide. 

Mr.  Hexter.  No,  The  problem  is  when  you  cross  State  lines  you 
run  into  insurance  regulations, 

Mr.  Knollenberg.  Are  you  aware  of  any  other  organizations 
that  established  or  started  up? 

Mr.  Hexter.  There  is  a  plan  in  Detroit.  I  believe  there  is  one  in 
Tampa.  Suzanne,  help  me  out. 

Ms.  Martin.  There  are  probably  four  or  five,  including  Delaware. 

Mr.  Hexter,  It  is  four  or  five  working  on  this.  We  have  consulted 
with  many  of  them. 

Mr,  Knollenberg.  A  final  question  then.  Do  you  have  any  flexi- 
ble spending  programs  that  are  tied  to  this? 

Mr.  Hexter,  The  section  125  plan,  COSE  has  offered  a  section 
125  program.  It  tends  to  be  very  expensive  for  a  small  company  to 
develop  its  own  section  125  plan,  but  by  joining  as  a  group  to  make 
this  happen  these  have  become  affordable  and  allow  for  employees 
to  set  aside  pretax  dollars,  and  we  encourage  them  to.  We  think 
this  is  a  major  selling  point. 

Mr.  Knollenberg.  Which  leads  to  medical  IRA's,  which  may  be 
the  wave  of  the  future. 

Mr.  Hexter.  I  am  sure, 

Mr,  Knollenberg,  I  think  you  are  on  to  a  program  that  works, 
and  I  was  curious  about  some  of  those  numbers.  If  your  staff  per- 
son would  provide  to  my  staff  person  some  of  that  information  in 
addition  to  your  testimony,  I  would  be  appreciative. 

Mr.  Hexter.  I  would  be  happy  to. 
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Mr.  Knollenberg.  I  don't  have  any  questions  for  anybody  else 
because  my  time  is  a  little  short,  but  I  appreciate  your  response. 
Thank  you  very  much. 

Chairman  LaFalce.  Thank  you,  Joe. 

[The  information  appears  in  the  appendix.] 

Chairman  LaFalce.  Let  me  just  reiterate,  I  think  we  have  basi- 
cally the  three  of  you  opting  on  balance  for  either  mandatory  alli- 
ances or,  as  you  would  call  them,  Mr.  Notar,  universal  alliances. 
I  would  put  Mr.  Haugh,  Mr.  Ripps  and  Mr.  Notar,  not  without 
qualms  but  on  balance.  Is  that  fair?  That,  clearly,  the  others  wruld, 
on  balance,  prefer  something  that  is  nonmandatory. 

You  all  agree  with  that? 

Assume  for  a  second  that  it  is  not  mandatory — I  will  go  to  the 
three  of  you  who  favor  mandatory.  Then  let's  go  to  the  issue  of  ex- 
clusivity as  opposed  to  competitive  alliances  and  purchasing 
groups.  Where  do  we  come  down  on  that?  Mr.  Haugh,  Mr.  Ripps, 
and  Mr.  Notar. 

Mr.  Haugh.  I  think  that  is  a  more  difficult  issue.  I  have  feelings 
I  think  on  both  sides  of  this  issue. 

On  the  one  hand,  if  you  very  carefully  structured  who  could  be- 
come an  alliance  and  you  limited  the  number  to  a  very  small  num- 
ber and  you  made  sure  that  the  alliances  were  truly  doing  things 
that  did  not  create  risk  fragmentation,  I  think  you  could  argue, 
make  a  fairly  persuasive  case  to  allow  at  least  a  small  number  of 
alliances. 

Chairman  LaFalce.  Within  the  same  geographic  area? 

Mr.  Haugh.  Within  the  same  geographic  area. 

On  the  other  hand,  I  think  when  you  do  that  it  does  complicate 
doing  a  lot  of  other  things.  You  have  to  then  establish  a  structure 
to  regulate  the  alliances  so  one  could 

Chairman  LaFalce.  There  is  some  structure  for  regulation  of  the 
alliances  in  the  different  geographical  areas  so  why  couldn't  that 
same  regulatory  structure,  whatever  that  is,  be  the  one  that  regu- 
lates competing  alliances  within  the  same  geographic  area? 

Mr.  Haugh.  I  think  you  could  do  that.  I  think  you  will  have  to 
have  some  regulation  that  resides  at  the  State  level  or  local  level, 
regardless,  to  monitor  this  sort  of  thing. 

There  are  some  other  factors 

Chairman  LaFalce.  So  we  don't  have  to  create  anything  or  cre- 
ate much  more  than  what  already  exists  in  the  State  insurance  de- 
partments. 

Mr.  Haugh.  It  could  be.  The  important  thing  to  realize,  though, 
is  right  now  they  are  regulating  health  plans  and  now  they  are 
going  to  regulate  multiple  alliances.  So,  the  more  animals  you  cre- 
ate the  more  things  you  have  to  regulate. 

Chairman  LaFalce.  It  would  be  up  to  the  State.  The  State  would 
have  the  option  to  go  single  payor. 

Mr.  Haugh.  Right. 

Chairman  LaFalce.  Some  of  you  might  oppose  that  because  that 
would  be  inconsistent  with  the  concept  or  some  things  you  are 
doing. 

Mr.  Ripps,  the  same  question. 
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Mr.  RiPPS.  I  guess  I  have  the  same  sort  of  firm  conviction  Mr. 
Haugh  suggests,  and  that  is  it  sort  of  depends,  and  it  depends  on 
what  the  alliances  are  to  do. 

If  they  are  going  to  do  what  the  Clinton  proposal  suggests,  for 
example,  to  be  the  mechanism  for  assuring  universal  coverage,  for 
negotiating  fee  schedules  with  providers,  for  being  the  agency 
which  determines  when  somebody  shows  up  at  a  provider  without 
evidence  of  coverage  in  a  particular  plan  and  decides  where  that 
claim  goes  and  assigning  somebody  who  doesn't  have  coverage  to 
a  particular  plan  on  a  random  basis,  those  quasi-regulatory  func- 
tions it  seems  to  me  would  be  a  nightmare  with  multiple  alliances 
in  the  same  region. 

If,  on  the  other  hand,  those  quasi-regulatory  functions  are  not 
something  that  the  alliances  are  expected  to  do,  then  it  seems  to 
me  there  are  strong  arguments  in  favor  of  multiple  alliances. 

Chairman  LaFalce.  Who  would  do  those  things? 

Mr.  RiPPS.  I  don't  know.  That  is  part  of  the  problem. 

Chairman  LaFalce.  You  wouldn't  want  the  State  insurance  de- 
partment to  make  those  types  of  decisions,  would  you? 

Mr.  RiPPS.  No.  If  universal  coverage  is  something  that  is  to  be 
attained  through  reform  now  as  opposed  to  attained  through  oper- 
ation of  the  market  with  appropriate  stimulation  then  it  seems  to 
me  that  the  argument  for  a  single  alliance  within  a  given  area  is 
compelling. 

If,  on  the  other  hand,  you  don't  shoot  that  far  initially,  then  the 
notion  of  keeping  things  fresh  and  innovative  by  having  competing 
alliances  is  equally  compelling,  and  that  is  the  way  things  are 
today.  I  am  not  sure  you  need  alliances  for  that. 

Chairman  LaFalce.  Let  me  go  on  to  Mr.  Notar. 

Mr.  Notar.  Mr.  Chairman,  just  briefly,  we  believe  there  may  be 
room  for  competing  cooperative  alliances  as  long  as  those  alliances 
compete  only  on  the  basis  of  administrative  cost  and  customer  serv- 
ice. They  should  not  compete  on  the  basis  of  what  health  plans 
they  offer. 

Chairman  LaFalce.  For  all  those  individuals  who  participated 
you  could  do  that.  It  is  for  those  individuals  who  would  not  be  par- 
ticipating or  could  not  participate  that  you  might  have  a  problem 
with  that. 

Mr.  Notar.  That  is  the  other  side  of  that  argument. 

The  question  then  comes,  the  marketplace  may  well  at  some 
point  have  to  work  and  smaller  alliances  may  ultimately  be  merged 
into  larger  ones. 

Chairman  LaFalce.  Let  me  ask  the  three  gentlemen  a  variation 
of  that  question  now. 

I  might  ask,  assuming  mandatory,  then  should  it  be  competitive 
or  exclusive?  My  question  to  the  three  of  you  is,  if  you  do  not  have 
mandatory  or  universal  participation  then  how  in  God's  name  do 
you  achieve  universal  coverage? 

Also,  if  you  do  have  voluntary  participation  would  this  neces- 
sitate competitive  alliances  or  is  it  possible  to  have  exclusive  alli- 
ances on  a  voluntary  basis? 

Who  wants  to  start? 

Mr.  Hexter.  At  the  risk  of  sticking  mv  neck  out  a  little  too  far, 
the  marketplace  has,  at  least  in  COSEs  experience,  provided  us 
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with  cost  containment  and  access  to — as  our  new  members  report 
at  least — people  who  didn't  otherwise  have  access  because  of  cost 
factors  at  least.  We  think  that  that  marketplace  keeps  the  innova- 
tion alive,  keeps  the  competitive  service  aspects.  We  think  our 
members  are  able  to  vote  with  their  feet. 

So  the  competing  alliance  issue  is  paramount  when  it  comes  to 
controlling  costs  at  the  same  time  of  providing  services,  high-qual- 
ity services.  There  are  just  too  many  examples  of  issues  that  are 
noncompetitive. 

I  was  commenting  the  other  day  if  I  could  find  some  other  place 
to  get  my  driver's  license  or  license  plates  renewed  I  would.  But 
there  is  only  one  place  to  go,  and  you  wait  in  those  awful  lines,  and 
you  get  crummy  service.  As  experience  teaches,  that  is  not  the  way 
to  approach  it. 

Chairman  LaFalce.  But  somebody,  I  think  Mr.  Ripps,  maybe 
somebody  else,  said  you  might  have  difficulties  with  competing  alli- 
ances in  negotiating  with  providers,  for  example. 

Mr.  Hexter.  We  believe  at  the  same  time  that  we  need  compet- 
ing alliances.  We  need  the  ability  to  only  negotiate  with  selected — 
our  selection,  the  purchaser-selected — providers.  When  we  go  to  the 
store  we  choose  whether  to  go  to  Hechts  or  Woodies. 

Chairman  LaFalce.  Don't  you  have  a  problem  that  you  don't 
have  portabilitv  then?  In  other  words,  I  could  only  find  new  em- 
ployment and  keep  my  physicians  if  I  find  new  employment  with 
somebody  who  belongs  to  your  alliance  as  opposed  to  the  other 
three  in  the  New  York  area.  So,  I  don't  have  portability.  You  might 
have  continuity  but  not  portability. 

Mr.  Hexter.  Well,  I  believe  that  we  can  head  in  the  right  direc- 
tion without  disrupting  the  market  dramatically  and  fix  at  the  far 
end,  though,  things  that  don't  seem  to  be  working  right  rather  than 
revising  a  whole  system  before  we  implement  it. 

Chairman  LaFalce.  What  about  the  other  problem  I  said?  About 
the  fact  that  if  you— if  you  have  a  voluntary  system  how  would  you 
get  universal  coverage? 

Mr.  Hexter.  There  will  be 

Chairman  LaFalce.  It  is  fine  for  those  in  it  because  of  their 
numbers.  There  are  employees — at  least  those  employees  for  whom 
your  members  while  providing  insurance  also  provide  coverage,  be- 
cause some  of  your  employers  will  provide  coverage  to  some  em- 
ployees but  not  to  others. 

Mr.  Hexter.  No.  Our  rules  are  you  provide  to  all  employees  or 
none. 

Chairman  LaFalce.  But  they  may  exclude  part-time  workers  or 
other  preexisting  conditions. 

Mr.  Hexter.  No.  There  is  no  preexisting  condition  exclusion. 

Chairman  LaFalce.  I  said  they  would  impose  on  the  basis  of,  for 
example,  part  time  as  opposed  to  being  able  to  exclude  for  the  basis 
of  preexisting.  That  is  what  I  was  saying. 

The  issue  remains,  how  do  you  get  to  universal  coverage? 

The  deputy  director  of  the  California  HPIC,  casts  doubts  on  the 
ability  to  make  a  significant  dent  in  the  number  of  uninsured  being 
covered,  bringing  the  uninsured  into  insured  status  if  you  have  a 
voluntary  arrangement  as  opposed  to  mandatory  arrangement. 

Mr.  Hexter.  I  think  that 
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Chairman  LaFalce.  Let  me  go  to  another  question. 

Maybe  I  am  jumping  the  gun,  but — ^Mr.  Haugh,  Mr.  Ripps,  and 
Mr.  Notar — that  not  one  of  the  premises  of  your  argument  for  man- 
datory, the  fact  if  you  are  to  achieve  universal  coverage,  whether 
it  is  not  much  easier  done  through  mandatory  participation.  But 
maybe  that  is  the  only  way. 

Mr,  Haugh.  I  personally  think  that  the  fundamental  issue  is  how 
well  you  can  control  costs  and  to  what  extent  do  you  hurt  the  abil- 
ity to  do  that  if  you  go  toward  lots  of  multiple  alliances. 

Chairman  LaFalce.  What  about  the  issue  of  universal  coverage 
is  different  from  the  issue  of  cost  control?  I  want  to  focus  on  univer- 
sal coverage. 

Mr,  Haugh.  My  feeling  would  be  that  even  in  a  mandatory  alli- 
ance situation  you  will  have  some  employers  that  choose  not  to  buy 
because  it  is  just  simply  too  costly  for  tnem.  You  will  have  to  use 
other  ways  to  address  that. 

Chairman  LaFalce.  Then  you  have  to  have  mandatory. 

Mr.  Haugh.  Mandatory  purchase  of  coverage,  yes.  There  is  some- 
thing fundamentally  important — and  if  you  provide  mandatory  cov- 
erage or  involve  the  Government  in  subsidies  I  would  argue  that 
a  mandatory  alliance  approach  can  potentially  reduce  administra- 
tive costs  more  and,  therefore,  reduce  Government  outlays  more. 

Chairman  LaFalce.  What  is  the  difference,  if  any,  between  the 
type  of  alliance  or  cooperative  envisioned  in  the  Clinton  rec- 
ommendation and  that  being  discussed  or  being  implemented  by 
Mr.  Notar? 

Mr.  Notar.  Again,  Mr,  Chairman,  I  am  back  to  the  response  to 
you  of  Governments  and  regulatory  relationship  in  a 
cooperative 

Chairman  LaFalce,  You  are  not  necessarily  that  far  apart,  are 
you? 

Mr.  Notar.  Well,  it  depends  on  what  you  mean  by  "far,"  I  guess, 
Mr.  Chairman. 

With  cooperatives,  it  is  an  employee-run  operation  by  way  of  ad- 
ministration and  governance. 

Chairman  LaFalce,  As  opposed  to  employer  or  a  combination  of 
employer  and  employee? 

Mr.  Notar.  Yes.  The  way  the  Grovemment  gets  into  that  coopera- 
tive system  is  through  the  regulatory  or  certification  process  and 
not  through  the  administration  or  governance  process. 

Just  one  other  comment  I  would  like  to  make,  Mr.  Chairman, 
and  that  is  that,  in  using  that  analogy  of  the  credit  union  system, 
a  credit  union  member  has  that  credit  union  membership,  port- 
ability, and  he  can  go  from  a  credit  union  in  Florida  to  a  credit 
union  in  Detroit  to  a  credit  union  in  Los  Angeles, 

There  is  some  analogy  here  as  to  how  a  cooperative  health  care 
member  can  take,  if  there  were  regional  alliances  across  the  coun- 
try, take  that  membership  from  one  point  in  the  country  to  another 
through  the  cooperative  system. 

Chairman  LaFalce.  The  issue  of  portability  for  one  portion  of 
the  country  to  the  other  is  not  in  question.  We  were  defining  it  dif- 
ferently. We  were  talking  about  remaining  in  the  area  and  mainte- 
nance of  your  portability  to  the  same  patient,  which  is  a  bit  dif- 
ferent. 
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Mr.  NoTAR.  Yes. 

Chairman  LaFalce.  John. 

Mr.  Galles.  There  are  a  couple  of  issues  that  you  raised  I  would 
like  to  speak  to.  One  has  to  do  with  I  think  a  nuance  in  the  defini- 
tion of  cooperative  versus  alliance.  I  do  think  that  multiple 

Chairman  LaFalce.  Initially,  they  were  going  to  call  them  co- 
operatives, but  then  they  said  there  may  be  opposition  to  the  word 
cooperative  so  we  will  have  to  come  up  with  a  different  word  more 
people  will  like:  Alliance. 

Now  it  looks  as  if  they  are  saying,  gee,  cooperatives  would  be  so 
much  nicer. 

Mr.  Galles.  Well,  a  cooperative  by  itself  may  be  a  combination 
of  private  payers.  It  is  when  the  cooperative  begins  to  interact  with 
the  governmental  agency  for  the  extension  of  any  subsidy  that 
would  be  coordinated  with  those  private  dollars  to  deliver  care  to 
individuals  below  a  certain  wage  level  or  to  others  who  might  be 
below  a  certain  employment  level  within  a  business. 

It  could  be  that  the  alliance  does  have  a  value  in  bringing  to- 
gether cooperatives  within  a  local  area  to  examine  how  those — the 
random  distribution  of  the  uninsured — might  be  placed  in  different 
cooperatives  within  a  community  and  identify  what  other  sources 
are  available  within  that  community  to  support  those  individuals. 

I  think  we  have  always  said  that  one  of  the  best  features  of  the 
Clinton  plan  is  that  we  are  turning  health  care  back  in  the  direc- 
tion of  management  within  a  local  community,  and  we  hope  that 
the  President  stays  on  course  with  that.  Changing  from  industry 
sector  rating  to  community  rating  is  going  to  affect  that. 

Chairman  LaFalce.  Let  me  ask  you  this  question.  Doesn't  the 
permission  granted  to  larger  corporations  of  5,000  or  more  to  ex- 
clude themselves  from  participation  within  an  alliance  almost  man- 
date on  the  basis  of  equity  considerations  alone  that  there  be  com- 
peting alliances  at  least  of  the  same  number  that  is  permitted  for 
an  individual  corporation? 

Anybody  want  to  comment? 

Mr.  RiPPS.  No,  I  don't  think  so.  I  don't  find  that  compelling. 

Chairman  LaFalce.  All  right.  Why  not? 

Mr.  Galles.  It  would  suggest  that  if  there  are  uninsured  distrib- 
uted within  a  community  those  larger  businesses  that  opt  out  have 
a  responsibility  to  accept  some  of  those  individuals  just  like  the  co- 
operatives. 

Chairman  LaFalce.  They  are  being  charged  a  fee  for  opting  out. 

Mr.  Galles.  They  may  be.  Yes. 

Chairman  LaFalce.  Now,  should  we  have  one  alliance  that  is  a 
mandatory  alliance — well,  if  we  have  mandatory  alliances  we  have 
this  one  alliance  and  that  we  permit  competitive  alliances  assum- 
ing those  competitive  alliances  pay  the  same  fee  on  as  the  company 
who  has  opted  out? 

Mr.  Galles.  I  would  say  if  they  choose  not  to  participate  in  the 
delivery  of  care  to  those  uninsured  or  those  people  who  might  re- 
ceive subsidies,  I  think  that  would  be  a  fair  assumption. 

Mr.  Haugh.  I  think  this  is  one  of  the  strongest  arguments  for 
why  there  might  be  competing  mandatory  alliances  for  small  em- 
ployers. It  is  true  large  employers  have  many  more  options  than 
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small  employers  do  today,  and  so,  yes,  I  guess  I  would  tend  to 
agree. 

Mr.  Repps.  The  point  here  is  that  small  employers  can  still  have 
options  within  a  single  alliance,  and,  in  fact,  I  think  that  is  what 
is  contemplated. 

Chairman  LaFalce.  That  is  an  important  point,  too.  People  talk 
about  the  options  that  are  mandated  within  an  alliance. 

Mr.  RiPPS.  Right. 

Chairman  LaFalce.  But  that  is  the  floor,  not  the  ceiling. 

Mr.  NOTAR.  Right. 

Chairman  LaFalce.  That  is  your  de  minimis  menu.  Your  maxi- 
mum menu  is  unlimited. 

Mr.  Haugh.  Yes. 

Mr.  RiPPS.  Right.  But  the — I  assumed  that  what  you  were  talk- 
ing about  was  the  options  large  employers  would  have  to  go  and 
seek  coverage  from  lots  of  different  places. 

Chairman  LaFalce.  These  large  employers  would  have  to  pro- 
vide the  same  minimum  options  as  an  alliance. 

Mr.  RiPPS.  Right.  So,  the  option  they  would  have  is  they  can  go 
to  any  number  of  companies  to  get  health  plans  or  do  it  directly 
if  they  chose. 

Chairman  LaFalce.  The  others  could — the  alliance  could,  too. 

Mr.  RiPPS.  They  would  have  a  lot  of  different  choices  through 
that  mechanism. 

Chairman  LaFalce.  It  is  important  to  point  out  that  the  alli- 
ances do  not  limit  your  choices.  I  would  say — I  can't  give  it  a  num- 
ber. I  don't  know  the  percentage.  But  9  out  of  10  times  it  is  going 
to  increase  your  options. 

Mr.  Hexter.  Right. 

Mr.  RiPPS.  Right. 

Chairman  LaFalce.  I  think  it  has  done  it  in  your  cooperatives 
and  alliances. 

This  is  very  interesting.  We  could  literally  go  on  for  weeks,  but 
I  have  a  speech  to  give  at  12:30  off  the  Hill  on  a  separate  subject. 
So,  what  I  am  going  to  do  is  submit  you  some  additional  questions 
in  writing  and  ask  you  to  respond  to  me  in  writing  if  you  will. 

[The  information  appears  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  verv,  very  much  for  your  partici- 
pation. It  has  been  very  helpful.  Thank  you. 

[Whereupon,  at  12:25  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 


HAWAII'S  HEALTH  CARE  SYSTEM:  IS  IT  A 
MODEL  FOR  NATIONAL  REFORM? 


WEDNESDAY,  MARCH  16,  1994 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  12:15  p.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

Today,  our  Small  Business  Committee  will  continue  its  series  of 
hearings  on  national  health  care  reform,  with  a  look  at  one  of  the 
most  contentious  issues  facing  our  Nation's  small  business  commu- 
nity— the  employer  mandate. 

The  employer  mandate  is  the  cornerstone  of  President  Clinton's 
Health  Care  Act.  Under  the  President's  proposal,  health  insurance 
premiums  for  a  comprehensive  benefits  package  would  be  paid 
through  a  combination  of  employer  and  individual  contributions, 
supplemented  by  Federal  subsidies  to  low-income  individuals  and 
famihes,  as  well  as  to  small  businesses  with  low-wage  workers. 

Employers  would  be  required  to  pay  80  percent  of  the  weighted 
average  health  insurance  premium  in  their  regional  alliance.  Fami- 
lies and  individuals  would  pay  the  difference  between  80  percent 
of  the  average  priced  premium  and  the  actual  cost  of  the  health 
plan  they  select.  The  required  employer  contribution  would  be 
capped  at  7.9  percent  of  payroll.  Firms  with  fewer  than  75  employ- 
ees would  be  eligible  for  caps  varying  from  3.5  to  7.9  percent  of 
payroll,  if  their  average  annual  wages  are  below  $24,000. 

While  the  employer  mandate  is  the  crux  of  the  President's  strat- 
egy to  achieve  universal  coverage,  it  may  also  be  the  single  most 
controversial  element  of  the  plan.  Proponents  of  the  President's 
proposal  contend  that  since  9  out  of  10  privately  insured  individ- 
uals already  obtain  coverage  through  their  employers,  health  care 
should  remain  rooted  in  the  private  sector. 

Our  employer-based,  privately  financed  system  works  for  the 
vast  majority  of  Americans,  and  would  be  the  least  disruptive  way 
of  financing  coverage  for  the  85  percent  of  the  Nation's  uninsured — 
over  30  million — who  are  workers  and  their  families.  Supporters 
also  contend  that  if  everyone  pays  their  fair  share,  this  will  elimi- 
nate our  intractable  cost  shifting  problem,  thereby  lowering  costs 
for  the  vast  majority  of  companies  who  offer  health  insurance.  As 
it  now  stands,  businesses  that  currently  provide  employee  health 
insurance  benefits  continue  to  see  their  premiums  rise  because 
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they  are  indirectly  subsidizing  those  businesses  who  do  not  provide 
such  coverage. 

Critics  argue  that  an  employer  mandate  will  result  in  massive 
job  loss,  business  failures,  and  overall  disruption  of  the  national 
economy.  Others  object  on  purely  philosophical  grounds,  believing 
that  the  employer  mandate  amounts  to  excessive  Government  in- 
trusion into  the  private  sector. 

In  debating  this  politically  sensitive  issue,  it  is  critical  we  dif- 
ferentiate between  fact  and  fiction,  and  analyze  how  the  employer 
mandate  works  in  practice,  not  just  in  theory.  We  are  fortunate  to 
have  a  State  within  our  own  country  that  has  extensive  experience 
with  the  employer  mandate — the  State  of  Hawaii. 

For  the  past  20  years,  the  State  of  Hawaii  has  operated  an  em- 
ployer-mandated health  care  system,  the  onlv  one  of  its  kind  in  the 
Nation.  Pursuant  to  Hawaii's  prepaid  Health  Care  Act,  enacted  in 
1974,  employers  and  employees  share  financing  of  premiums  for 
employee  coverage,  with  the  employee  contribution  limited  to  the 
lesser  of  half  the  premium  cost  or  1.5  percent  of  the  employee's 
gross  wages.  Employees  must  elect  the  insurance  unless  they  have 
comparable  coverage  from  another  source. 

The  Small  Business  Committee  is  delighted  to  have  joining  us 
today,  Mr.  Mark  Nadel,  Associate  Director  of  National  and  Public 
Health  Issues  at  the  U.S.  General  Accounting  Office,  who  will  be 
sharing  the  findings  of  a  newly  released  GAO  report  entitled 
"Health  Care  in  Hawaii:  Implications  for  National  Reform." 

Special  thanks  certainly  goes  out  to  Chairman  John  Dingell, 
under  whose  authority  this  study  was  commissioned.  Of  course,  the 
committee  is  having  a  hearing  on  this  after  the  Energy  and  Com- 
merce Committee's  schedule  precluded  it  from  having  such  a  hear- 
ing. 

As  the  GAO  report  reveals,  and  our  other  panelists  will  confirm, 
there  are  valuable  lessons  to  be  learned  from  the  Hawaii  experi- 
ence, particularly  with  regard  to  expanding  coverage  and  mandat- 
ing employer  contributions.  Our  hearing  will  enable  the  committee 
to  examine  the  impact  of  the  employer  mandate  on  Hawaii's  econ- 
omy and  small  business  sector,  and  to  assess  the  feasibility  of  the 
employer  mandate  on  a  national  scale.  It  is  my  sincere  hope  that 
we  will  be  able  to  shed  light  on  ways  to  attain  the  laudable  goal 
of  universal  health  care  coverage  without  unfairly  or  unduly  bur- 
dening our  Nation's  small  business  community. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  would  like  now  to  call  on  Representative 
Jan  Meyers  for  any  statement  she  cares  to  make. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

First,  I  would  like  to  request  that  the  statement  of  Representa- 
tive Ramstad  be  entered  into  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Mr.  Chairman,  thank  you  for  holding  this  hearing 
today  to  examine  the  Hawaiian  Health  Care  System.  As  you  know, 
Hawaii  is  unique  in  that  it  created  a  mandatory  program  of  health 
insurance  through  employers  in  1974.  In  considering  the  viability 
of  the  President's  Health  Care  Act,  which  would  bring  the  employer 
mandate  nationwide,  it  is  important  that  we  examine  how  the 
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mandate  has  affected  employers,  employees,  and  the  health  care 
system  in  Hawaii. 

I  would  like  to  take  a  moment  to  give  a  special  welcome  to  our 
witnesses  who  traveled  from  Hawaii  to  present  testimony  today. 
My  son  is  in  Hawaii  and  I  know  that  is  a  very  long  flight.  Inciden- 
tally, when  he  moved  to  Hawaii  he  took  my  granddaughter  with 
him.  We  make  it  as  often  as  we  can. 

Mr.  Chairman,  thank  you  for  granting  the  minority's  request 
that  this  hearing  include  a  representative  of  the  small  business 
community  in  Hawaii.  We  are  very  pleased  to  have  Mrs.  Teena 
Rasmussen,  owner  of  Paradise  Flower  Farms  of  Maui,  Hawaii,  join- 
ing us  for  this  very  important  hearing. 

In  1974,  the  people  of  Hawaii  entered  into  a  rather  bold  experi- 
ment by  enacting  the  Prepaid  Health  Care  Act.  The  goal,  universal 
health  insurance  coverage,  was  a  good  one.  Today,  between  93  and 
96  percent  of  Hawaiians  have  health  insurance.  However,  there  are 
some  concerns  and  problems  with  the  way  the  Prepaid  Health  Care 
Act  impacts  employers,  the  people  who  are  paying  for  the  coverage. 

In  addition,  access  to  certain  health  care  services  and  coverage 
of  the  unemployed  or  those  outside  the  mandate  are  still  issues  of 
concern,  and  contrary  to  arguments  often  raised  by  proponents  of 
employer-mandated  health  care  coverage,  per  capita  health  care 
costs  in  Hawaii  are  the  same  as  those  on  the  mainland. 

Mr.  Chairman,  I  believe  the  old  adage,  "if  it  sounds  too  good  to 
be  true,  it  probably  is,"  could  probably  be  applied  to  the  health  care 
system  in  Hawaii.  While  they  should  be  credited  for  taking  bold 
steps  to  meet  the  health  care  needs  of  their  citizens,  clearly  there 
are  some  problems  with  this  system  that  have  been  placed  four 
square  on  the  backs  of  small  employers  as  a  result  of  those  steps. 
By  learning  from  State  experimentation  in  the  health  care  arena, 
hopefully  we  can  avoid  some  of  those  same  pitfalls  in  contemplat- 
ing national  health  care  reform. 

Again,  thank  you  to  our  witnesses  today  for  your  participation 
and  I  look  forward  to  your  testimony. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Do  any  other  Members  have  statements 
they  wish  to  make?  Mr.  Zeliff. 

Mr.  Zeliff.  I  would  ask  unanimous  consent  to  have  my  entire 
statement  put  in  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

From  a  small  businessman's  point  of  view  from  New  Hampshire, 
I  have  looked  at  the  President's  plan  and  looked  at  various  options 
to  that  plan  and  I  cannot  see  where  I  could  ever  support,  an  em- 
ployer mandate.  However,  I  am  looking  forward  to  today's  testi- 
mony. Obviously,  there  may  be  something  we  have  missed  along 
these  Hnes.  Again,  I  thank  you  for  bringing  this  hearing  forward 
today. 

Chairman  LaFalce.  Thank  you.  Mr.  Kim. 

Mr.  Kim.  Thank  you,  Mr.  Chairman.  I  would  like  to  thank  you 
again  for  holding  this  meeting  and  hearing  today. 

I  would  like  to  commend  the  committee  for  inviting  such  out- 
standing speakers  today.  I  think  it  is  important  that  Congress 
should  look  to  real  world  examples  of  health  care  systems  for  guid- 
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ance.  I  hope  that  the  Clinton  administration  will  follow  the  exam- 
ple of  this  committee  and  try  to  help  Congress  draft  reform  legisla- 
tion that  will  work  in  the  real  world. 

I  think  it  is  clear  that  Hawaii  is  a  State  which  has  had  some 
kind  of  success,  however,  the  system  of  employer  mandates  has 
achieved  very  little  success  in  expanding  access  and  keeping  pre- 
miums down.  It  is  hard  to  say  the  Hawaiian  system  is  really  a  suc- 
cess. I  would  like  to  caution  against  using  Hawaii  as  a  model  for 
this  entire  country.  Hawaiians  started  their  reform  effort  at  a  very 
different  point  than  the  rest  of  the  country.  I  understand  Hawaii 
started  with  a  much  lower  percentage  of  uninsured  and  a  much 
greater  percentage  of  employers  who  were  already  providing  insur- 
ance than  is  the  case  in  the  rest  of  the  United  States  Yet,  even 
with  its  head  start,  I  understand  40  percent  of  the  employers  in 
Hawaii  had  to  reduce  their  number  of  employees  to  afford  this  new 
system  and  it  has  done  little  in  the  way  of  controlling  health  care 
costs,  which  have  been  rising  faster  than  the  national  average. 

For  these  reasons  I  would  urge  my  colleagues  to  be  extremely 
careful  about  using  Hawaii  as  a  model  for  reform.  I  look  forward 
to  hearing  this  testimony.  Thank  you  again,  and  welcome  to  Wash- 
ington, DC. 

Chairman  LaFalce.  Mr.  Andrews. 

Mr.  Andrews  of  Maine.  Thank  you,  Mr.  Chairman.  Let  me  sim- 
ply extend,  as  other  committee  members  have,  my  appreciation  to 
you  for  having  this  hearing.  This  is  an  extremely  important  subject 
and,  Mr.  Chairman,  as  we  all  know  on  this  committee,  the  Clinton 
administration  has  focused  an  extensive  amount  of  time  and  en- 
ergy on  the  small  business  community  in  developing  its  health  care 
proposal.  It  recognized  the  great  disadvantage  that  small  busi- 
nesses have  with  respect  to  large  businesses  when  it  comes  to  pay- 
ing for  health  insurance.  From  start  to  finish,  this  administration 
has  been  extremely  sensitive  to  and  focused  on  the  experience  of 
small  businesses  across  this  country  and  their  employees  with  re- 
gard to  health  care  and  health  care  reform. 

What  this  hearing  allows  us  to  do  is  take  many  of  the  charges, 
many  of  the  criticisms  and  put  them  into  perspective,  not  in  the 
perspective  of  theory,  but  in  the  perspective  of  concrete  reality.  For 
giving  us  this  opportunity,  Mr.  Chairman,  I  want  to  thank  you  and 
certainly  to  those  who  are  testifying  today  I  want  to  extend  my 
thanks  as  well. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you.  Any  others?  Mr.  Manzullo. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman,  I  am  only  sorry  we 
did  not  have  field  hearings  in  January. 

Chairman  LaFalce.  They  were  contemplated. 

Mr.  Manzullo.  I  appreciate  that  very  much.  I  also  appreciate 
the  fact  that  you  have  come  such  a  long  distance  to  give  us  your 
valuable  testimony.  I  would  like  to  hear  during  the  course  of  the 
testimony  statements  as  to  the  reason  why  the  State  of  Hawaii  has 
exempted  itself  from  the  same  employer  mandates  that  it  has  im- 
posed on  the  rest  of  Hawaii,  as  the  Congress  itself  is  proposing  to 
exempt  itself  from  the  President's  Health  Care  Plan. 
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Chairman  LaFalce.  Mr.  Manzullo,  would  you  advise  us  what  bill 
would  exempt  Congress  from  the  health  care  plan,  because  I  am 
unaware 

Mr.  Manzullo.  The  Federal  employees  are  exempted  from  the 
President's  Health  Care  Plan.  It  has  been  relegated  to  a  study. 

Chairman  LaFalce.  What  about  Congressmen? 

Mr.  Manzullo.  We  are  under  the  Federal  employees'  plan. 

Chairman  LaFalce.  We  are  not  exempted.  We  are  excluded  from 
the  employee  exemptions  of  Federal  employees. 

Mr.  Manzullo.  I  think  Congress  itself  voted  on  that  plan.  It  is 
political. 

Chairman  LaFalce.  Let's  check  into  that.  Mr.  Thompson. 

Mr.  Thomi'SON.  Mr.  Chairman,  I  have  no  comment. 

Chairman  LaFalce.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you  very  much  for  conducting  the 
hearing,  and  I  again  join  my  colleagues  in  thanking  the  individuals 
for  coming  forward.  I  recognize  that  Hawaii  has  had  the  program 
for  some  20  years  and,  apparently,  there  is  some  satisfaction  about 
how  it  works. 

What  I  have  some  concern  about  is,  and  I  hear  from  a  district 
of  my  own  which  boasts  of  a  great  number  of  small  businesses  who 
feel  the  impact  of  mandates  on  small  business,  I  think  we  have 
heard  enough  already  to  tell  us  that  there  is  some  danger. 

I  recognize  that  wnat  you  do  there  is  different  than  what  is  pro- 
posed in  the  President's  plan,  and  it  is  different  than  what  is  pro- 
posed in  a  number  of  other  alternatives  on  the  Hill,  but  I  can  tell 
you  from  my  own  perspective  and  district  and  small  business  peo- 
ple there,  that  when  they  talk  about  even  3V2  percent  or  7.9  per- 
cent, they  have  strong  concerns  about  staying  in  business.  So,  we 
will  have  open  ears  to  what  it  is  you  have  to  say  about  your  system 
and  how  that  could  possibly  be  applied  countrywide. 

So,  again,  thank  you  for  coming  and  thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Anybody  else?  Mr.  Johnson. 

Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

I  just  want  to  echo  what  has  already  been  said  and  thank  you 
for  being  here,  but  emphasize  our  primary  concern  that  most  small 
businesses  are  going  to  feel  the  impact  of  imposed  employer  man- 
dates. I  think  that  perhaps  this  has  been  proven  by  your  system. 
I  look  forward  to  hearing  what  you  have  to  say  on  that  subject. 

Thank  you  again,  Mr.  Chairman. 

Chairman  LaFalce.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman.  I  do  want  to  thank 
you  for  holding  the  hearing  and  also  share  a  concern  with  many 
of  my  colleagues  here  that  employer  mandates  ultimately  will  cost 
jobs. 

I  appreciate  the  chance  to  learn  more  about  the  Hawaii  system 
and  obviously  what  are  the  positive  parts  of  it.  Even  though  Ha- 
waii does  not  cover  every  individual  in  Hawaii,  certainly  they  have 
had  some  success  in  some  areas  and  certainly  their  premium  struc- 
ture bears  further  exploration  as  well,  so  I  look  forward  to  learning 
more  about  it  and  appreciate  the  hearing.  Thank  you. 

Chairman  LaFalce.  Do  any  other  Members  have  any  opening 
statements  they  wish  to  maker 

Chairman  LaFalce.  Mr.  Huffington. 
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Mr.  HUFFINGTON.  Having  just  run  a  poll  in  California  to  see 
where  the  health  care  crisis  stacks  up  against  other  issues,  I  was 
surprised  to  see  that  less  than  5  percent  find  it  a  major  issue. 
What  they  are  concerned  about  are  jobs  and  about  crime  and  other 
things. 

But  having  said  that,  I  still  think  it  is  important  we  do  some- 
thing about  the  fact  that  not  everyone  does  have  insurance  for 
health  care  and  the  fact  health  care  does  cost  so  much  for  people 
who  do  have  insurance.  So,  something  needs  to  be  done  this  year, 
and  I  look  forward  to  the  testimony  today  and  in  the  future  on 
other  committees.  Thank  you. 

Chairman  LaFalce.  With  no  other  Members  wishing  to  make 
opening  statements,  we  will  now  turn  to  our  witnesses.  Mr.  Nadel 
will  be  testifying  on  behalf  of  GAO.  He  is  accompanied  by  a  Ms. 
Kim  Yamane,  wno  is  a  senior  analyst  with  the  GAO  and  is  from 
the  State  of  Hawaii. 

TESTIMONY  OF  MARK  NADEL,  ASSOCIATE  DIRECTOR  OF  NA- 
TIONAL AND  PUBLIC  HEALTH  ISSUES,  HEALTH,  EDUCATION 
AND  HUMAN  SERVICES  DIVISION,  U.S.  GENERAL  ACCOUNT- 
ING  OFFICE;  ACCOMPANIED  BY  PATRICIA  KIM  YAMANE,  SAN 
FRANCISCO  REGIONAL  OFFICE 

Mr.  Nadel.  Mr.  Chairman  and  members  of  the  committee,  I  am 
pleased  to  be  here  to  testify  on  our  recently  released  report  on 
health  care  in  Hawaii.  As  you  noted,  I  am  accompanied  by  Kim 
Yamane,  who  conducted  the  on-site  research  that  we  did  in  Hawaii 
while  she  was  in  our  Honolulu  office. 

Hawaii  has  been  a  leader  in  the  effort  to  achieve  universal  access 
to  health  insurance.  It  is  the  only  State  that  mandates  employers 
to  provide  a  minimum  set  of  health  insurance  benefits  to  all  em- 
ployees, and  its  public  programs  extend  coverage  to  many  residents 
who  do  not  have  such  insurance.  Hawaii  officials  and  other  observ- 
ers have  suggested  that  Hawaii's  system  provides  a  model  for 
health  care  reform  for  the  Nation. 

There  are  three  key  findings  that  I  would  like  to  highlight.  First, 
Hawaii's  employer  mandate  did  not  have  a  large  adverse  impact  on 
its  small  business  sector.  Second,  while  Hawaii's  system  of  near- 
universal  access  has  resulted  in  lower  health  premiums,  its  per 
capita  health  care  costs  have  risen  at  a  rate  similar  to  the  national 
average.  Finally,  Hawaii's  experience  indicates  that  an  employer 
mandate  by  itself  will  not  necessarily  result  in  universal  access  to 
health  care. 

Before  I  present  the  details  of  these  results  from  our  recent  re- 
port, let  me  first  provide  a  little  bit  of  background. 

First,  Hawaii  requires  employers  provide  and  pay  for  most  of  the 
cost  of  insurance  for  employees  who  work  more  than  20  hours  a 
week.  In  addition  to  Medicaid,  Hawaii  also  had  a  State  health  in- 
surance program,  or  SHIP  for  short,  that  provides  benefits  for 
many  of  those  who  are  not  covered  by  the  employee  mandate. 

Finally,  later  this  year,  Hawaii  is  scheduled  to  begin  a  new  pro- 
gram called  QUEST,  which  will  combine  Medicaid  and  the  SHIP 
populations  into  a  new  managed  care  plan  designed  to  improve  ac- 
cess to  care  and  also  to  improve  the  reimbursement  that  Medicaid 
currently  carries  with  it. 
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Chairman  LaFalce.  Would  you  repeat  those  three  points  again? 

Mr.  Nadel.  The  first  point  is  that  by  way  of  background,  Hawaii 
has  an  employer  mandate.  Employers  are  required  to  provide 
health  insurance.  Employees  also  pay  part  of  the  premium,  al- 
though employers  pay  most  of  it. 

Second,  in  addition  to  that  employer  mandate,  Hawaii  has,  like 
every  State,  Hawaii  has  a  Medicaid  Program  but  they  had  a  gap 
group  who  were  neither  covered  by  the  employer  mandate  nor  by 
Medicaid  and  for  the  low-income  part  of  that  group,  which  was 
most  of  it,  there  is  this  State  health  insurance  program  called 
SHIP,  which  has  about  20,000  enrollees. 

Chairman  LaFalce.  What  does  SHIP  stand  for? 

Mr.  Nadel.  State  Health  Insurance  Program.  Finally,  they  have 
a  program  called  QUEST.  Please  do  not  ask  what  that  stands  for; 
perhaps  Dr.  Lewin  can  tell  you  that.  QUEST  is  the  latest  reform 
in  Hawaii,  and  as  other  States  currently  are  doing,  they  are  bring- 
ing their  Medicaid  population  into  a  managed  care  program  to  im- 
prove access  and  get  more  of  a  control  on  cost,  and  they  are  com- 
bining the  SHIP  Program  with  that  as  well,  so  that  will  be  the  new 
State  program.  It  is  being  done  under  a  Medicaid  waiver  so  there 
will  be  equivalent  Medicaid  Federal  funding  for  that  also. 

Mrs.  Meyers.  Mr.  Nadel? 

Chairman  LaFalce.  No,  we  are  not  in  the  question  and  answer 
period  now.  I  was  just  seeking  clarification  as  Chairman  of  the  full 
committee,  Mrs.  Meyers.  Please  proceed. 

Mr.  Nadel.  Turning  to  the  whole  issue  of  coverage  and  universal 
care,  Hawaii  has  the  highest  rate  of  health  insurance  coverage  of 
any  State  in  the  Nation  but  it  does  not  have  universal  coverage. 
The  high  rate  of  coverage  results  from  the  State's  employer  man- 
date from  Medicaid  and  from  the  SHIP  Program.  Estimates  of  Ha- 
waii's uninsured  rates  range  fi-om  3.75  percent  to  about  7  percent. 
In  contrast,  in  1991,  a  little  over  14  percent  of  the  population  of 
the  United  States,  as  a  whole,  lacked  health  insurance. 

Now  the  employer  mandate,  even  when  combined  with  these 
public  programs  does  not  ensure  that  all  residents  have  health  in- 
surance. The  mandate  does  not  cover  several  categories  of  employ- 
ees, including  part-time  workers,  Government  employees,  the  self- 
employed  and  certain  low-wage  earners.  Hawaii  also  has  gaps  in 
insurance  coverage  for  those  who  are  unemployed. 

In  addition,  the  mandate  does  not  generally  require  that  benefits 
be  provided  for  the  dependents  of  employees.  Even  with  health  in- 
surance coverage,  some  residents  in  Hawaii  have  difficulty  obtain- 
ing health  care  services  because  of  limited  provider  availability,  es- 
pecially on  the  outer  islands,  a  problem  which  is  also  of  course 
common  to  isolated  areas  in  the  rest  of  the  United  States  or  be- 
cause of  a  limited  willingness  on  the  part  of  providers  to  serve 
Medicaid  patients,  also  similar  to  the  rest  of  the  country. 

Turning  now  to  cost.  The  cost  experience  in  Hawaii  is  seemingly 
anomalous  because  while  per  capita  costs  in  Hawaii  are  close  to  the 
rest  of  the  Nation's,  insurance  premiums  are  nonetheless  lower  in 
Hawaii.  The  Prepaid  Health  Care  Act  was  intended  to  expand  ac- 
cess to  coverage  but  it  did  not  include  explicit  efforts  to  control 
health  care  costs.  Between  1980  and  1991,  per  capita  expenditures 
for  hospitals,  physicians,  and  prescriptions  increased  at  an  average 
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annual  rate  of  9.8  percent  in  Hawaii  and  9.4  percent  in  the  Nation 
as  a  whole. 

By  contrast,  health  insurance  premiums  are  lower  in  Hawaii 
than  the  Nation  as  a  whole  for  comparable  coverage.  In  1991,  an- 
nual premiums  for  three  of  the  most  prevalent  health  plans  in  Ha- 
waii were  almost  $400  lower  than  the  U.S.  average  cost  of  $1,604 
for  comparable  coverage. 

Unlike  other  States,  premiums  for  small  businesses  in  Hawaii 
are  generally  not  much  different  from  those  for  large  businesses. 
We  also  found  that  premiums  are  increasing  at  a  slower  rate  in 
Hawaii  than  in  the  Nation  as  a  whole.  One  reason  that  Hawaii  has 
lower  premiums  is  that  there  is  much  less  cost  shifting  to  private 
insurance  to  pay  the  cost  of  care  for  uninsured  individuals.  In  addi- 
tion, because  eligible  employees  are  required  to  accept  health  in- 
surance, costs  are  spread  over  a  wider  risk  pool,  including  both 
healthy  and  less  healthy  people. 

Let  me  turn  now  to  the  impact  of  a  mandate  on  small  businesses. 
Most  small  businesses  in  Hawaii  were  generally  satisfied  with  the 
health  insurance  system  but  they  complained  about  the  cost  and 
inflexibility  of  mandatory  insurance.  We  found  no  evidence  that  the 
employer  mandate  resulted  in  large  disruptions  in  Hawaii's  small 
business  sector. 

In  a  recent  survey  of  small  firms  in  Hawaii,  56  percent  of  the 
firms  considered  the  cost  of  health  insurance  to  be  a  major  prob- 
lem, more  than  any  other  government  requirement.  However,  54 
percent  of  small  businesses  considered  the  inflation  of  their  health 
care  costs  to  be  under  control,  a  far  more  optimistic  view  than  pre- 
vails in  the  Nation  as  a  whole  in  similar  polls. 

One  concern  that  people  have  about  an  employer  mandate  is  the 
effect  of  that  mandate  on  employment  practices,  including  possible 
reliance  on  part-time  workers,  overall  employment  levels,  and  ef- 
fects on  salary  and  other  benefits.  Because  mandatory  insurance  is 
required  only  for  employees  who  work  at  least  20  hours  a  week, 
Hawaii's  mandate  could  potentially  cause  firms  to  hire  more  part- 
time  workers.  Three  of  every  10  businesses  questioned  in  the  re- 
cent survey  of  small  firms  in  Hawaii  reported  they  have  hired  peo- 
ple for  less  than  20  hours  a  week  during  the  past  2  years  primarily 
to  avoid  health  insurance  costs. 

However,  business  leaders  told  us  that  hiring  part-time  workers 
has  not  become  prevalent  because  doing  so  would  cause  adminis- 
trative burdens.  Data  on  workers  employed  fewer  than  20  hours 
per  week  in  Hawaii  are  not  available;  however,  BLS  statistics  on 
part-time  workers,  defined  by  them  as  those  who  work  less  than 
35  hours,  show  that  in  Hawaii  there  are  comparable  or  somewhat 
fewer  part-time  workers  than  in  the  rest  of  the  Nation. 

More  than  three-quarters  of  the  small  businesses  surveyed  re- 
ported that  the  mandate  has  had  little  or  no  effect  on  employment 
levels,  salaries,  or  other  benefits.  Nonetheless,  about  one-fifth  of 
the  firms  said  that  they  have  hired  workers  who  already  had  insur- 
ance through  a  spouse  or  another  employer  to  avoid  the  cost  of  in- 
suring that  particular  worker. 

Business  leaders  we  interviewed  said  because  of  Hawaii's  low  un- 
employment rate,  below  5  percent  in  1993,  employers  would  offer 
health  insurance  even  without  the  employer  mandate  in  order  to 
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compete  for  qualified  workers.  A  large  number  of  employees  may 
already  have  been  insured  when  the  employer  mandate  went  into 
effect  because  neither  of  the  two  major  insurers  in  Hawaii  experi- 
enced unusually  large  enrollment  increases  when  the  mandate  took 
effect.  However,  the  mandate  may  be  preventing  some  employers 
from  dropping  health  insurance  coverage  particularly  during  eco- 
nomic downturns. 

The  business  leaders  we  interviewed  had  two  complaints  related 
to  the  inflexibility  of  the  insurance  mandate.  First,  they  were  un- 
happy about  the  current  cap  on  required  employee  contributions. 
This  cap,  1.5  percent  of  gross  pay,  results  in  employers  paying  most 
of  the  health  insurance  premium. 

Second,  since  passage  of  the  1974  act,  five  new  mandated  bene- 
fits have  been  included  in  the  State  insurance  code  and  businesses 
are  concerned  by  what  they  regard  as  an  escalating  trend  of  new 
benefits  being  mandated  by  the  State. 

Chairman  LaFalce.  Could  you  read  those  five  benefits,  please. 

Mr.  Nadel.  Sure.  They  are  well-baby  care,  in  vitro  fertilization, 
mammogram  screening,  mental  health  and  substance  abuse  treat- 
ment, and  coverage  for  newborn  adoptees. 

In  conclusion,  Hawaii's  experience  we  think  offers  three  lessons: 
First,  the  mandate  did  not  have  a  large  adverse  impact  in  the 
small  business  sector.  However,  factors  unique  to  Hawaii  may  have 
contributed  to  that  outcome. 

Second,  Hawaii's  system  of  near-universal  access  has  resulted  in 
lower  insurance  premiums,  particularly  for  small  businesses.  How- 
ever, Hawaii's  Prepaid  Health  Care  Act  did  not  have  explicit  cost 
control  provisions  and  per  capita  health  care  expenditures  are  in- 
creasing at  a  rate  similar  to  the  rest  of  the  Nation. 

Finally,  Hawaii's  experience  indicates  an  employer  mandate  by 
itself  will  not  necessarily  result  in  universal  coverage,  particularly 
for  hard-to-reach  populations.  Even  if  everyone  has  health  insur- 
ance, special  programs  may  be  necessary  to  ensure  that  all  resi- 
dents have  adequate  access  to  health  services. 

Mr.  Chairman,  this  concludes  my  statement  which  I  have  sum- 
marized. I  would  request  that  it  be  included  in  full,  and  I  would 
be  happy  to  answer  any  questions  at  this  time. 

Chairman  LaFalce.  Thank  you  very  much. 

[Mr.  Nadel's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Ms.  Yamane,  is  there  any  statement  you 
wish  to  make  or  do  you  just  wish  to  help  Mr.  Nadel  answer  ques- 
tions? 

Ms.  Yamane.  I  will  help  him  answer  questions. 

Chairman  LaFalce.  We  will  start  off  with  Mrs.  Meyers. 

Mrs.  Meyers.  I  am  asking  this  on  behalf  of  the  entire  committee, 
to  the  entire  committee  that  is  in  attendance.  Mr.  Nadel,  I  remem- 
ber a  few  years  ago  we  voted  several  million  dollars,  at  least  in  the 
House  we  did,  to  cover  the  Native  American  population  in  Hawaii. 
Do  you  recall  that? 

Mr.  Nadel.  Not  specifically. 

Mrs.  Meyers.  It  was  $1.2  milHon  in  1990  and  it  has  gone  up  to 
$4.3  million  in  1994.  So,  there  is  substantial  subsidization  of  their 
Medicaid  Program  by  the  Federal  Government.  Do  vou  know  what 
amount  is  that  Medicaid  Program?  I  think  you  said  out 
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Mr.  Nadel.  I  think  we  have  it  in  the  report.  The  Medicaid  costs 
have  been  increasing.  In  fact,  they  had  to  get  a  special  supple- 
mental, I  believe,  in  1992.  We  could  supply  that  for  the  record  if 
we  cannot  pull  it  right  this  second. 

Mrs.  Meyers.  I  would  appreciate  that  because  I  know  that  when 
people  point  to  Hawaii  as  a  model,  they  forget  that  it  is  subsidized 
with  about  $5  million  from  the  Federal  Government,  and  I  think 
it  is  important  that  we  include  that.  It  is  not  just  a  State  program, 
in  other  words. 

[The  following  material  may  be  found  in  the  appendix.] 
In  fiscal  year  1992,  the  total  expenditure  of  Hawaii's  Medicaid  Pro- 
grams was  $353.1  million.  The  Federal  share  of  that  was  $169.6 
million  and  Hawaii's  share  was  $183.5  million. 

Mrs.  Meyers.  Is  it  your  opinion,  Mr.  Nadel,  that  we  can  extrapo- 
late from  Hawaii  that  this  would  be  a  good  model  to  use  in  the 
other  49  States  of  this  country  or  have  you  made  any  assumptions 
like  that? 

Mr.  Nadel.  We  do  not  assume  that  because  it  seems  to  be  work- 
ing in  Hawaii  it  would  necessarily  work  in  the  rest  of  the  United 
States,  nor  do  we  assume  that  Hawaii  is  so  unique,  so  different 
that  it  would  not. 

There  are  a  couple  of  differences  which  limit  the  applicability  of 
Hawaii.  Time  may  be  the  most  important  difference.  I  know  people 
point  to  differences  in  life-style  and  population  and  so  on,  but  it 
may  well  be  that  where  Hawaii  was  20  years  ago  is  the  biggest  dif- 
ference. 

Hawaii  had  a  very  low  uninsurance  rate.  In  fact,  the  rest  of  the 
Nation  also  had  a  lower  uninsurance  rate.  Health  care  costs  were 
lower  in  Hawaii  and  in  the  rest  of  the  country.  When  the  system 
took  effect,  the  percentage  of  total  emplovee  compensation  that 
went  for  health  insurance  was  about  half  what  it  is  now  in  Hawaii 
as  well  as  the  rest  of  the  country.  So,  it  is  just  much  more  expen- 
sive to  do  now  than  it  was  at  the  time. 

Also,  Hawaii  had  a  tradition  of  employer-provided  health  insur- 
ance, so  the  number  of  people  carrying  employer-provided  insur- 
ance did  not  jump  up  that  much.  So,  those  are  I  think  probably  the 
important  limiting  factors. 

Mrs.  Meyers.  I  think  you  said  that  one  reason  why  health  care 
costs  can  go  up  while  insurance  costs  go  down  is  because  there  is 
not  as  much  cost  shifting. 

Mr.  Nadel.  That  is  right. 

Mrs.  Meyers.  I  think  that  cost  shifting  has  been  avoided  in  large 
part  because  of  the  Federal  Government — no?  I  see  somebody  back 
there  shaking  their  head.  I  am  just  trying  to  determine  what  the 
picture  is  with  relation  to  that  Federal  Government's  contribution 
and  I  don't  really  have — but  I  think  we  have  a  man  here  that  can 
maybe  give  us  more  specifics  on  the  numbers  later. 

Mr.  Nadel.  Federal  Medicaid  expenditures  for  Hawaii  in  fiscal 
years  1989  to  1992  were  $169  million,  while  the  State — I  am  sorry, 
this  is  1  year,  1992,  the  most  recent  year  for  which  we  have  data — 
about  $170  million  Federal  and  the  State  contributed  $184  million. 
But  of  course  that  is  really  no  different  than  any  other  State. 

We  believe  that  the  issue  of  cost  shifting  has  more  to  do  with  the 
prevalence  of  insurance  in  the  private  sector.  What  typically  hap- 
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pens  where  you  have  a  large  number  of  people  uninsured  is  that 
by  Federal  law  they  are  required  to  get  treatment  in  emergency 
rooms.  Hospitals  provide  uncompensated  care  to  those  individuals. 
These  are  people  who  are  not  even  covered  by  Medicaid,  and  the 
hospitals  have  to  make  up  those  costs  somewhere  and  thev  typi- 
cally shift  the  costs  to  those  who  are  commercially  insured.  That 
typically  happens  more  on  the  backs  of  small  businesses  than  large 
businesses  which  are  more  successful  in  negotiating  discounts  from 
providers. 

So  the  cost  shifting  problem  is  one  that  really  falls  on  the  backs 
of  small  business.  As  more  businesses  are  insured,  there  is  less  cost 
shifting  to  go  on. 

Mrs.  Meyers.  Thank  you. 

Chairman  LaFalce.  Mr.  Kim. 

Mr.  Kim.  Yes,  Mr.  Chairman,  I  do  have  several  questions  for  you, 
sir. 

First  question  I  have  is,  I  understand  this  plan  excludes  low- 
wage  earners.  Do  low-wage  earners  not  have  any  health  care  pro- 
tection? 

Mr.  Nadel.  The  lowest  wage  earners,  I  think  it  is— what  was  it, 
Kim?  About — roughly  people  who  are  at 

Mr.  Kim.  What  do  you  mean  by  low  wage?  Can  you  define  that? 

Ms.  Yamane.  Excludes  those  earning  less  than  86.67  times  the 
minimum  wage,  I  believe.  It  is  about  $456,  is  the  low-wage  earner 
definition  per  month. 

Mr.  Kim.  This  plan  does  not  cover  them?  Where  do  they  get  the 
health  protection,  then? 

Mr.  Nadel.  They  would  get  protection  from  the  State  supple- 
mental program,  which  they  would  have  to  purchase  on  a  sliding 
scale.  I  think  Dr.  Lewin  will  be  able  to  better  provide  the  exact 
amounts  someone  would  have  to  pay.  But  if— they  probably  would 
not  come  under  Medicaid  so  it  would  be  under  the  State  health  in- 
surance program. 

Mr.  Kim.  Who  pays  for  that  State  plan? 

Mr.  Nadel.  The  taxpayers  of  Hawaii. 

Mr.  Kim.  Is  that  cost  included  in  here? 

Mr.  Nadel.  It  is  not  a  Medicaid  Program.  The  State  health  in- 
surance program  does  not  have  a  Federal  contribution.  It  is  a 
State-funded  program. 

Mr.  Kim.  Also,  I  understand  this  plan  excludes  employee  depend- 
ents, they  have  to  pay 

Mr.  Nadel.  Yes,  it  excludes  them.  Some  employers  will  cover 
them  anyway.  But  in  terms  of  what  the  requirement  is,  in  effect, 
it  excludes  dependents.  Employers  have  the  option  of  providing  a 
more  bare  bones  coverage,  in  which  case  they  are  required  to  pro- 
vide 50  percent  of  dependent's  coverage.  But  what  has  happened  is 
that  most  employers,  almost  all  employers  do  not  do  so;  that  is, 
they  provide  the  basic  benefit  package  and  many  of  them  do  not 
include  dependents. 

But  there  is  really  no  reliable  data  on  how  many  include  depend- 
ents of  their  own  volition. 

Mr.  Kim.  But  under  the  Clinton  plan,  employers  are  mandated 
to  cover  not  only  employees  but  also  dependents,  too.  Now,  in  your 
opinion,  is  it  not  kind  of  dangerous  that  an  employer  may  not  want 
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to  hire  married  people  because  their  premium  gets  higher,  as  their 
contribution  is  much  higher  than  persons  who  are  not  married? 

Mr.  Nadel.  I  think  that  could  be  a  danger.  Under  the  Clinton 
plan,  if  it  is  a  spouse,  the  spouse  has  to  be  covered  by  the  spouse's 
own  insurance  and  then  there  are  special  rules  for  who  covers  the 
minor  dependents.  But,  sure,  that  is  a  possibility  if  there  is  that 
disincentive. 

Mr.  Kim.  The  next  question  is  cost  shifting  on  this  cost  of  care 
for  these  uninsured  people.  Does  Hawaii  have  a  cigarette  tax  to 
pay  for  this? 

Mr.  Nadel.  I  don't  know  that  the  tax  is  specifically  allocated  to 
that.  They  have  a  cigarette  tax.  I  don't  know  how  high  it  is.  It  is 
not — these  health  programs  are  not  funded  by  dedicated  taxes,  as 
far  as  I  know.  Just  like  State-funded  public  health  programs  any- 
where, they  are  funded  out  of  general  State  tax  revenues. 

Mr.  Kim.  Your  report  says  that  30  percent  of  businesses  that  you 
interviewed  hired  people  for  fewer  than  20  hours  a  week  to  avoid 
health  care  insurance  costs.  To  me,  I  am  totally  convinced  they  will 
do  the  same  thing,  trying  to  avoid  hiring  married  people;  trying  to 
avoid  the  health  care  cost. 

Mr.  Nadel.  That  is  very  possible.  That  was  not  ours,  sir,  that 
was  a  Kaiser  Family  Foundation,  but  the  point  still  remains. 

Mr.  Kim.  I  am  sure  that  this  is  what  is  going  to  happen  and  this 
survey  shows  that. 

Mr.  Nadel.  That  is  what  they  report,  that  they  would  rather  hire 
people. 

Mr.  Kim.  Thank  you.  This  cap,  1.5  percent  of  gross  pay,  why  are 
businesses  opposed?  We  are  talking  about  7.9  percent  under  the 
Clinton  plan.  That  is  much  higher. 

Mr.  Nadel.  Because  it  is  growing.  It  is  1.5  percent  of  employee 
pay  and,  over  time,  that  of  course  tends  to  grow. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired. 

Mr.  Kim.  Thank  you. 

Chairman  LaFalce.  Mr.  Manzullo. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman.  I  am  very  much  in- 
trigued by  your  findings,  Mr.  Nadel.  On  page  7  of  your  statement 
you  say,  "we  find  no  evidence  that  employer  mandates  result  in 
large  disruptions  to  Hawaii's  small  business  sectors." 

Then  the  very  next  statement  says,  "preliminary  results  from  a 
recent  survey  of  small  businesses  in  Hawaii  found  that  taxes  and 
health  insurance  are  viewed  as  the  top  two  problems  facing  small 
businesses." 

Did  you  speak  to  any  business  people  who  went  out  of  business 
because  of  the  cost  of  health  insurance? 

Mr.  Nadel.  No.  There  are  some  data  on  business  bankruptcy  and 
the  trends  are  no  different  in  Hawaii  than  they  are  in 

Mr.  Manzullo.  I  am  not  talking  about  bankruptcy.  I  am  talking 
about  small  businesses  who  simply  could  not  afford  to  pay  the  em- 
ployer mandate  that  simply  went  out  of  business  without  filing 
bankruptcy. 

Mr.  Nadel.  No,  we  did  not. 

Mr.  Manzullo.  You  realize  even  in  this  country,  most  new  small 
businesses  fail  within  5  years. 

Mr.  Nadel.  That  is  right. 
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Mr.  Manzullo.  What  I  am  saying  is  that  the  data  is  flawed  be- 
cause only  those  businesses  which  survived  were  the  ones  that 
were  included  in  the  survey  with  regard  to  the  impact  of  health  in- 
surance upon  them.  I  am  not  obviously  criticizing  you  because  of 
how  you  interview  people. 

Mr.  Nadel.  Well,  that  sir  was  not  the  only  data  we  looked  at. 
We  looked  at  overall  employment  levels,  we  looked  at  bankruptcy 
rates,  we  looked  at  employment  and  job  creation  and  they  all 
seemed  to  track  the  Nation  as  a  whole  and  be  more  responsive  to 
the  overall  business  cycle  than  these  events. 

Mr.  Manzullo.  Was  there  a  survey  other  than  the  one  paid  for 
by  Kaiser? 

Mr.  Nadel.  Kaiser  was  the  main  one.  There  was  another  study 
paid  for  by  the  then-Department  of  Health,  Education,  and  Welfare 
in  1978  to  assess  the  mandate  done  by  a  company  called--a  con- 
sulting company  and  they  found,  looking  at  the  3  years  since  the 
mandate,  they  found  no  major  disruption. 

To  say  there  is  no  disruption  does  not  mean  that  some  busi- 
nesses were  not  hurt.  We  are  talking  about  large  disruptions,  large 
number  of— noticeable  rise  in  unemployment,  very  substantial  in- 
crease or  substantial  increase  in  part-time  matters.  We  are  cer- 
tainly not  disputing  that  businesses  would  rather  not  have  paid  the 
money  or  that  they  did  not  find  it  costlv. 

Mr.  Manzullo.  So  the  only  survey  done  was  by  the  Kaiser  Fam- 
ily Foundation  from  1978?  The  only  survey  from  1978  was  done  by 
Kaiser  Family  Foundation? 

Mr.  Nadel.  The  Kaiser  survey  came  out — actually  I  don't  think 
it  is  still  publicly  released,  but  it  came  out  in  1993.  Prior  to  that, 
the  only  assessment  of  the  disruption  issue  that  we  saw  was  in  the 
1978  study. 

Mr.  Manzullo.  Is  that  the  same  organization,  Kaiser  Family 
Foundation,  as  Kaiser  Permanente,  which  is  one  of  only  two  pri- 
mary medical  providers  on  the  island? 

Mr.  Nadel.  That  is  right.  But  we  were  aware  of  that.  There  was 
a  link  and  some  people  are  suspicious  of  the  link.  The  survey  was 
done  by  Louis  Harris  and  Associates  and  one  can  draw  one's  own 
conclusion  about  the  independence  of  the  Harris  poll. 

Mr.  Manzullo.  I  think  this  is  false  information  to  base  an  entire 
study  upon  an  organization  that  may  very  well  have  a  financial 
link  to  continuing  the  present  situation  in  Hawaii.  I  understand 
that  it  is  not  the  business  of  the  Federal  Government  nor  the  GAO 
to  go  over  there  and  actually  fund  an  independent  study,  but  I 
would  suggest  that  be  done,  noting  the  impact  upon  businesses,  as 
to  section  6125  of  the  so-called  employee  shortfall.  There  could  be 
an  assessment  greatly  in  excess  of  the  7.9  percent  which  is  capped 
for  businesses  under  75  with  an  average  payroll  of  $24,000  up  to 
the  point  of  actually  having  to  fund  that  shortfall  if  the  amount  of 
premiums  does  not  equal  the  global  budgeting.  Where  is  that 
money  going  to  come  from? 

Mr.  Nadel.  I  would  imagine  it  would  come  from  tax  revenues. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired. 

Mr.  Manzullo.  Thank  you. 

Chairman  LaFalce.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 
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I  have  a  question  that  relates  to  the  reason  that  this  program 
was  initiated.  What  was  the  reason?  Was  it  to  gain  universal  ac- 
cess, to  gain  universal  coverage?  What  was  the  reason  for  the  man- 
date? 

Mr.  Nadel.  It  had  a  long  genesis.  They  really  started  talking 
about  it,  though,  even  in  the  1930's,  and  then  of  course  the  war 
years  interrupted  everything  and  the  interest  just  sort  of  per- 
colated along. 

What  realty  spurred  it  was  a  spike  of  interest  in  health  care  re- 
form in  the  early  1970's.  The  Nixon  administration  proposed  an 
employer  mandate,  an  employer  mandate  as  a  way  of  getting  uni- 
versal coverage.  Hawaii  was  going  along  the  same  track 

Mr.  Knollenberg.  If  I  could  interrupt  you  there,  you  think  it 
was  to  get  to  the  point  of  universal  coverage,  then? 

Mr.  Nadel.  Sure. 

Mr.  Knollenberg.  Let  me  look  at  something  here.  What  is  inter- 
esting to  me  is  that  the  mandate  does  not  cover  part-time  employ- 
ees, Government  workers,  self-employed,  low-wage  earners,  and 
you  come  up,  I  think,  with  a  number  close  to  93  percent,  that  you 
have  insured  now? 

What  I  am  driving  at  is  Michigan  currently  does  not  have  man- 
dates, as  does  no  State,  yet  we  have  about  93  percent  of  the  people 
insured  right  now,  today. 

I  guess  I  will  ask  the  question  again.  What  was  the  reason  for 
the  mandates?  Was  it  to  impose  a  cost  on  the  employer  or  to  set 
some  relationship  between  the  employee  and  the  employer  as  to 
what  the  cost  should  be  borne  by  each?  Because  it  seems  to  me 
that  if  you  drove  in  the  direction  of  universal  access,  it  has  been 
20  years  and  you  have  not  gotten  there. 

The  State  of  Michigan,  which  I  come  from,  happens  to  have  just 
that  many  covered  right  now.  So,  perhaps  there  is  some  other  rea- 
son, but  if  it  wasn't  to  gain  universal  access  or  universal  coverage, 
perhaps  then  it  was  to  establish  some  kind  of  mandate  on  the  em- 
ployer to  pay  a  portion  of  that.  My  suggestion  might  be,  and  we 
have  not  heard  from  all  the  witnesses  yet,  but  my  suggestion  might 
be  that  there  is  a  cost  inherent  in  that. 

For  example,  you  have  a  minimum  program,  a  minimum  pay- 
ment and  a  minimum  benefit  type  program.  How  many  employers 
since  the  inception  of  the  plan  have  chosen  to  go  from  a  benefit 
level  up  here,  say,  down  to  the  minimum  because  they  saw  costs 
rising  dramatically  and  were  trying  to  find  a  way  to  beat  those 
costs,  perhaps  moving  moneys  that  might  go  into  a  pension  plan 
or  something  of  that  type?  How  much  of  a  study  has  been  done  to 
show  that  perhaps  employers  have  moved  from  a  higher  than  mini- 
mum benefit  level  to  the  one  size  fits  all  or  the  very  minimum  pro- 
gram? 

Mr.  Nadel.  Well,  when  the  program  was  enacted,  what  was 
mandated  was  basically  the  two  plans  that  were  prevalent  in  Ha- 
waii at  the  time.  So,  that  they  did  not  design  either  legislatively 
or  by  regulation  a  separate  plan.  They  simply  took  the  Blue  Cross 
plan  and  the  Kaiser  plan,  which  had  tne  most  subscribers  and  said, 
OK,  this  is  the  benefit  level. 

Now,  it  certainly  could  be  the  case  that  some  employers  offered 
a  richer  plan  and  then  went  down.  We  have  no  numbers  on  that. 
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Mr.  Kmollenberg.  Do  you? 

Ms.  Yamane.  No. 

Mr.  Nadel.  As  I  mentioned,  there  are  very  few  employers  who 
have  taken  the  bare  bones  plan  because  it  requires  dependent  cov- 
erage. 

Mr.  Knollenberg.  It  could  be  one  reason  why  the  costs  have 
been  held  in  line,  like  you  suggest  they  have.  I  am  not  suggesting 
there  is  not  a  lot  more  data  that  would  prove  something  a  little  dif- 
ferent, but  my  thinking  is  if  you  can  hold  costs  down,  maybe  it  is 
because  employers  are  choosing  plans  that  do  not  provide  the  Cad- 
illac type  program.  Maybe  it  has  become  a  Chevrolet. 

Mr.  Nadel.  The  coverage  is  pretty  much  similar  to  the  coverage 
that  you  and  I  have,  sir,  in  the  Federal  plan. 

Mr.  Knollenberg.  I  don't  have  the  Federal  plan. 

Mr.  Nadel.  OK,  it  is 

Mr.  Knollenberg.  I  chose  to  keep  the  one  I  had  before. 

Mr.  Nadel.  You  may  have  better  coverage  than  I  do,  sir.  It  is 
very  similar  to  the  coverage  that  many  of  us  have  in  the  Federal 
plan  in  that  it  covers  hospitalization,  physician  services,  and,  as  I 
indicated  earlier,  several  additional  features,  some  of  which  are  not 
in  the  Federal  plan. 

So  that  the  plan  that  most  employers  are  mandated  to  have,  I 
think,  could  not  be  characterized — well,  one  could  characterize  it  ei- 
ther as  a  Chevrolet  or  Cadillac.  I  guess  it  depends  on  what  is  in 
the  market.  It  is  a  plan  that  is  pretty  similar  to  the  plans  that 
most  employed  Americans  have. 

Mr.  Knollenberg.  Thank  you. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired,  Mr. 
Johnson. 

Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

A  couple  of  questions.  I  understand  that  some  recent  figures 
show  that  4  of  10  employers  reduced  their  number  of  employees 
and  55  percent  restricted  wage  increases  and  6  in  10  raised 
consumer  prices  to  cover  all  this  health  and  take  care  of  reducing 
their  own  costs. 

Did  you  do  any  study  in  that  area? 

Mr.  Nadel.  I  think  those  are — well,  if  that  study  is  from  the  Kai- 
ser questionnaire,  the  Kaiser  survey,  that  is  one  we  looked  at.  I  am 
not  familiar  with  those  particular  figures  but  we  could  review 
them. 

Mr.  Johnson.  So  you  did  not  look  really  at  the  impact  on  small 
business,  then? 

Mr.  Nadel.  Certainly,  we  did.  We  reviewed  the  Kaiser  survey 
and  provided  some 

Mr.  Johnson.  You  keep  mentioning  the  Kaiser  survey.  Is  that 
the  only  thing  you  looked  at? 

Mr.  Nadel.  We  interviewed  members  of  the  small  business  asso- 
ciations. We  talked  to  a  number  of  small  businesses.  We  looked  at 
employment  data,  job  creation  data,  bankruptcy  data,  and,  as  I 
said,  we  are  not  saying  that  no  business  was  not  adversely  affected 
or  that  businesses  would  prefer  not  to  have  the  cost. 

Let  me  add,  we  are  saying  there  were  no  large  disruptions.  Let 
me  add  one  thing.  We  talked  about  the  impact  on  business.  As  the 
congressional  Budget  Office  has  pointed  out  in  its  recent  report. 
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this  cost  is  actually  a  cost  on  employees.  Compensation  that  other- 
wise would  go  for  wages  or  perhaps  for  pensions  or  for  subsidized 
cafeterias  or  whatever  are  going  to  pay  health  care  benefits.  Com- 
pensation is  compensation  as  far  as  the  employer  is  concerned.  It 
is  all  fungible. 

So  when  we  say  there  is  no  large  impact  that  we  could  find  on 
employers,  we  are  not  saying  this  was  free.  We  are  saying  that  in 
terms  of  the  normal  sort  of  gross  economic  indicators  that  one 
would  look  for,  you  cannot  find  evidence  of  a  large  impact.  Does 
that  mean  that  no  small  business  failed  because  of  it?  No.  Does  it 
mean  that  some  businesses  never  got  started  because  of  it?  No.  We 
are  saying  that  in  terms  of  large  disruptions,  they  are  not  there 
and  we  do  not  know  how  it  affected  ultimately  the  employees. 

Mr.  Johnson.  I  also  understand  that  Hawaii  has  a  premium 
supplementation  fund  for  use  of  small  businesses  that  cannot  af- 
ford mandated  health  coverage.  Do  you  know  how  big  that  is  and 
how  widely  used  that  is  and  why  or  why  not  it  was  put  into  being? 

Mr.  Nadel.  It  was  put  into  being  because  of  the  fear  there  would 
be  some  disruptions.  I  think  the  current  fund  is  well  over  a  million 
dollars.  Only  since  the  inception,  only  about  $100,000  has  been 
drawn  out.  It  has  been  suggested  by  some  business  leaders  that  the 
small  amount  is  because  they  simply  were  not  aware  of  it. 

Also  the  eligibility  requirements  are  kind  of  tight.  But,  nonethe- 
less, a  very  small  amount  has  been  used. 

Mr.  Johnson.  Was  it  issued  in  the  form  of  a  grant  or  a  loan 
when  they  get  it? 

Mr.  Nadel.  I  believe  it  is  a  subsidy. 

Ms.  Yamane.  It  is  a  special  fund.  How  was  the  fund  established? 

Mr.  Nadel.  No,  is  it  a  subsidy  or  a  loan? 

Ms.  Yamane.  It  is  a  subsidy. 

Mr.  Nadel.  It  is  a  subsidy. 

Mr.  Johnson.  OK,  thank  you  very  much.  Thank  you,  Mr,  Chair- 
man. 

Chairman  LaFalce.  Mr.  ColHns. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Nadel,  does  the  Hawaii  plan  include  any  long-term  care? 

Mr.  Nadel.  No,  it  does  not.  Long-term  care  or  nursing  home  care 
could  be  covered  by  Medicaid  under  eligibility  requirements  that 
prevail  elsewhere  in  the  country. 

Mr.  Collins.  Do  you  know  if  Medicaid  in  Hawaii  covers  assisted 
living  or  just  nursing  homes? 

Mr.  Nadel.  I  believe  it  covers — I  believe  it  covers  assisted  living, 
but  I  can  get  back  to  you  for  the  record  on  that. 

[The  following  material  was  subsequently  received  from  Mr. 
Nadel] 

Hawaii's  Medicaid  Program  does  cover  home  and  community -based  health  care 
services  as  an  alternative  to  institutional  care. 

Mr.  Collins.  You  mentioned  that  only  workers  working  20  hours 
or  more  were  covered,  but  then  you  also  mentioned  low  wage  or 
those  who  earn  86  percent  of  minimum  wage  per  month,  they 
would  not  be  covered  but  would  be  offered  an  opportunity  to  access 
health  care  on  a  sliding  scale. 

Mr.  Nadel.  That  is  correct,  or  through  the  State-only  plan,  the 
SHIP  plan. 
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Mr.  Collins.  And  the  employee  has  to  pay  the  difference  on  that 
sHding  scale  and  the  State  makes  up  the  other? 

Mr.  Nadel.  That  is  correct.  At  the  bottom  of  the  sliding  scale, 
the  employee — for  the  lowest  wage  workers  eligible,  they  would  pay 
nothing,  but  most  people  in  that  category,  in  fact,  have  to  pay 
something. 

Mr.  Collins.  That  would  include,  say,  fast  food  service  workers 
or  something  like  that? 

Mr.  Nadel.  Right. 

Mr.  Collins.  Working  less  than  34  hours  a  week?  In  order  to  get 
below  86  percent  of  minimum  wage,  you  have  to  work  34  hours  a 
week  or  less? 

Mr.  Nadel.  That  is  right. 

Mr.  Collins.  Or  above  20,  between  20  and  34? 

Mr.  Nadel.  That  is  correct.  You  are  talking  about  low  wage,  min- 
imum wage  workers. 

Mr.  Collins.  Well,  then,  that  is  a  lot  of  cost  shifting  itself,  cost 
shifting  from  the  employee  back  to  the  State  or  to  the  working  peo- 
ple of  that  State  who  pay  the  taxes  to  make  up  the  difference? 

Mr.  Nadel.  That  is  correct. 

Mr.  Collins.  Do  you  think  that  is  going  to  happen  a  lot  under 
the  President's  plan  also? 

Mr.  Nadel.  Well,  I  guess  I  am  not  prepared  to  discuss  in  detail 
the  redistributional  consequences  of  the  President's  plan.  I  think 
there  is  a  lot  of  redistribution  going  on  in  a  lot  of  different  ways 
that  we  could  probably  discuss  without  that  much  data  for  the  en- 
tire afternoon,  sir. 

Mr.  Collins.  I  think  we  both  agree  there  is  only  one  set  of  peo- 
ple who  actually  pay  the  bill  and  that  is  working  folks. 

Mr.  Nadel.  Yes,  sir. 

Mr.  Collins.  Thank  you,  Mr.  Chair. 

Chairman  LaFalce.  Thank  you. 

I  deferred  my  questions  until  the  other  members  had  an  oppor- 
tunity. Let  me  just  ask  a  few  questions  before  we  go  on  to  the  next 
panel. 

Mr.  Nadel,  on  page  15  of  your  report  it  is  stated  that  more  than 
three-fourths  of  small  businesses  surveyed  by  Louis  Harris  re- 
ported that  the  mandate  has  had  little  to  no  effect  on  employment 
levels,  salaries,  or  other  benefits.  How  would  you  respond  to  critics 
who  contend  an  employer  mandate  will  lead  to  massive  job  loss, 
business  failure  and  overall  disruption  of  the  national  economy? 
Are  these  legitimate  fears,  or  are  they  scare  tactics  by  those  who 
are  philosophically  opposed  to  a  Government  mandate? 

Mr.  Nadel.  Probably  some  of  both.  I  think  that  when  you  talk 
about  what  happened  in  Hawaii,  again  it  should  be  recalled  that 
Hawaii  started  with  most  firms  providing  insurance.  It  was  a  State 
that  had  a  tradition,  almost  a  paternalistic  tradition  from  planta- 
tion days,  of  employers  taking  care  of  employees. 

Chairman  LaFalce.  You  are  saying  most  firms  provide  insur- 
ance. Do  we  know  how  many?  It  is  my  understanding  most  firms 
in  the  State  provide  insurance,  including  most  small  businesses. 

Mr.  Nadel.  That  is  right.  No,  we  do  not,  and  that  is  one  of  the 
frustrating  things.  One  sees  studies  going  one  way  and  the  other. 
The  only  thing  we  have  been  able  to  establish  from  our 
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wan.' 


Mr.  Nadel.  Estimates  vary  from  almost  4  to  7  percent. 

Chairman  LaFalce.  When  you  say  estimates  vary,  that  is  inter- 
esting. That  is  a  point  I  was  attempting  to  make  at  a  recent  hear- 
ing in  Rochester,  New  York,  where  they  claim  to  have  the  model 
health  program  for  the  world.  They  noted  similar  figures  from  the 
Census  Bureau  statistics,  which  gives  you  the  uninsured  on  a 
State-by-State  basis  at  least. 

So  why  are  you  saying  estimates  vary  from  4  to  7  percent? 

Mr.  Nadel.  I  think  the  current  population  survey — basically,  the 
census  shows  about  7  percent.  The  problem  is  that  they  may  not 
be  capturing  everyone  and  there  are  lower  estimates.  They  are  just 
lousy  data. 

The  problem  with  the  current  population  survey  in  Hawaii,  it  is 
a  small  State  and  so  the  sample  they  are  capturing,  it  is  a  sample. 
It  is  not  the  census  data  they  get  by  knocking  on  everyone's  door. 

Chairman  LaFalce.  What  is  the  population  in  Hawaii,  a  little 
over  a  million? 

Mr.  Nadel.  I  believe  so. 

Chairman  LaFalce.  The  House  has  two  Members  from  Hawaii, 
so  that  would  probably  be  close. 

Mr.  Nadel.  Right,  exactly.  It  is  frustrating.  I  think  one  of  the 
gentlemen  before  mentionea  that  these  things,  this  and  that  must 
be  known.  In  fact,  one  of  the  frustrations  is  not  only  in  Hawaii  but 
in  a  lot  of  places,  the  things  you  think  would  be  known  in  hard 
numbers  just  are  not.  It  makes  policymaking  very  difficult. 

Mrs.  Meyers.  Mr.  Chairman,  I  believe  42  percent  of  small  busi- 
nesses now  offer  insurance.  So,  it  is  not  most. 

Mr.  Nadel.  Of  the  firms,  the  smallest  businesses,  firms  of  less 
than  10  percent,  and  we  do  not  know  for  sure  but  we  think  that 
proportion  was  considerably  higher  in  Hawaii.  But  again  it  was  at 
a  time  when  health  insurance  was  a  lot  cheaper. 

Chairman  LaFalce.  Well,  I  have  seen  considerable  data,  depend- 
ing on  what  universe  you  are  defining  as  small  business,  as  to 
what  statistics  you  are  using.  A  good  many  people  think  they  are 
a  small  business  if  they  have  100  employees  or  more,  in  which  case 
there  would  be  a  different  answer. 

The  GAG  report  states,  on  page  11,  that  insurance  officials  in 
Hawaii  told  us  that  premiums  for  small  businesses  in  Hawaii  are 
not  much  different  from  those  for  large  businesses.  Can  you  expand 
on  this?  What  are  the  differences  in  premium  costs  nationally?  For 
the  Nation  as  a  whole,  I  am  told  small  businesses  pay,  on  average, 
30  percent  more  than  large  businesses.  Are  they  roughly  the  same 
in  Hawaii?  Rather  than  a  30  percent  difference  there  is  virtually 
no  difference  between  small  and  large.  Why  has  this  occurred?  Is 
it  primarily  because  of  the  employer  mandate?  Is  it  because  of  the 
community's  rating  system?  What  about  most  small  businesses  in 
Hawaii?  Are  most  small  businesses  in  Hawaii  paying  lower  costs, 
therefore,  than  most  small  businesses  nationwide?  What  do  we 
know?  When  did  we  know  it? 

Mr.  Nadel.  Most  small  businesses  in  Hawaii  do  pay  less  than 
businesses  in  the  rest  of  the  United  States,  and  similarly,  their 
costs  are  closer  to  those  of  large  business.  The  Kaiser  premiums 
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are  about  the  same.  Blue  Cross  informs  us  that  on  the  average 
they  think  laree  business  pays  maybe  10  percent  less,  but  that  is 
an  average  and,  surprisingly,  there  is  not  really  great  data  on  that. 

So  I  think  that  is  one  of  the  most  noteworthy  things  about  Ha- 
waii, is  that  small  businesses  pay  about  the  same  as  large  busi- 
nesses. The  reason  why?  They  have  a  modified  community  rating 
system.  Small  businesses'  experience  affects  them  but  not  nearly  to 
the  extent  that  it  does  to  businesses  here  on  the  mainland  where 
if  you  get  one  sick  employee  your  premiums  go  through  the  roof. 
In  the  case  of  Hawaii,  it  is  limited  in  a  banding  system.  So,  it  is 
within  a  band. 

As  I  mentioned  before,  there  is  less  cost  shifting.  There  are  fewer 
uninsured  people  and  so  there  is  less  uncompensated  care  to  shift 
cost  to. 

Also,  in  Hawaii,  partly  or  largely  because  of  the  employer  man- 
date, you  are  pulling  more  younger,  healthier  people  into  the  insur- 
ance pool,  and  so  you  are  spreading  your  risk  over  a  pool  which  in- 
cludes healthier  people  and  that  also  will  tend  to  reduce  premiums. 

Chairman  LaFalce.  Reduce  them  for  some  and  raise  them  for 
others? 

Mr.  Nadel.  For  the  community  rating,  sure,  that  is  right. 

Finally,  with  only  essentially  two  insurers  in  Hawaii,  Kaiser,  and 
Blue  Cross,  administrative  costs  are  lower.  Thev  are  considerably 
lower  for  the  insurer  and  so  there  are  fewer  administrative  costs 
to  pass  on  to  the  business. 

Chairman  LaFalce.  IF  You  should  have  a  buvout  of  one  by  the 
other  then  you  would  have  a  single-payer  system? 

Mr.  Nadel.  It  has  been  suggested  Hawaii  is  a  single-payer  sys- 
tem. Although  when  we  talk  to  the  insurers,  they  have  testy 
enough  things  to  say  about  each  other  so  one  gets  a  sense  of  some 
competition. 

Chairman  LaFalce.  One  last  question  before  we  go  on  to  the 
next  panel.  You  have  mentioned  there  is  a  modified  community  rat- 
ing system.  Most  all  community  rating  systems  are  modified  to  one 
extent  or  another.  Some  communities  think  they  are  the  only  com- 
munities in  the  world  that  have  ever  experienced  community  rat- 
ing, but  how  many  communities  in  the  country  do  have  some  form 
of  community  rating? 

Does  not  Blue  Cross/Blue  Shield  use  community  rating  in  vir- 
tually all  their  plans  wherever  they  exist? 

Mr.  Nadel.  Not  any  more.  They  used  to.  That  is  what  tradition- 
ally distinguished  the  Blues  from  commercial  insurers.  Even  most 
of  the  plans  of  the  Blues  are  not  community  rated  anymore.  But 
the 

Chairman  LaFalce.  When  did  that  develop? 

Mr.  Nadel.  Developed  roughly  in  the  late  1970's,  1980's  and,  of 
course,  the  result  has  been  a  segmented  insurance  market.  In 
terms  of 

Chairman  LaFalce.  Roughly,  how  many  communities  do  have 
some  form  of  community  rating? 

Mr.  Nadel.  We  do  not  have  data  on  how  many  communities  do 
this.  In  a  number  of  States,  there  are  reform  efforts  which  will 
bring  about  at  least  a  modified  community  rating.  Vermont,  I 
think,  is  maybe  the  first  State  to  have  almost  a  complete  commu- 
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nity  rating.  I  know  New  York  is  moving  or  has  moved  toward  com- 
munity rating.  Vermont  probably  has  the  purest  form  of  a  commu- 
nity rating. 

As  far  as  other  communities,  I  don't  have  an  exact  count.  There 
are  other  examples.  The  State  of  Washington,  in  their  recent 
health  reform  plan  that  is  being  implemented  this  year,  has  a  com- 
munity rating.  So,  that  definitely  is  the  trend  among  State  reform 
efforts. 

Chairman  LaFalce.  Could  you  follow  that  up  in  writing  and  give 
me  a  more  comprehensive  answer? 

Mr.  Nadel.  Yes,  sir,  I  will. 

Chairman  LaFalce.  Thank  you  very  much. 

[The  following  material  was  subsequently  received  from  Mr. 
Nadel] 

The  State  of  Hawaii  does  not  maintain  data  on  the  number  of  employees  who  are 
not  covered  by  the  Prepaid  Health  Care  Act  either  because  they  are  classified  as 
low  wage  earners  (i.e.,  they  earn  less  than  86.87  times  the  hourly  minimum  wage) 
or  because  they  work  fewer  than  20  hours  per  week.  There  are  also  no  data  avail- 
able on  the  number  of  employees  who  work  between  20  and  34  hours  per  week. 

Chairman  LaFalce.  We  will  now  go  to  our  next  in  panel. 

Mr.  Collins.  Mr.  Chairman,  could  I  ask  a  couple  more  questions 
right  quick? 

Chairman  LaFalce.  Sure. 

Mr.  Collins.  Mr.  Nadel,  what  is  the  average  wage  in  Hawaii? 

Mr.  Nadel.  I  don't  have  the  exact  figure,  but  the  average  wage 
is  lower  than  the  average  wage  in  the  United  States,  however. 

Mr.  Collins.  What  is  the  percentage  of  the  employed  in  the  low- 
wage  category? 

Mr.  Nadel.  The  percentage  of  unemployed  in  the  low-wage  cat- 
egory? 

Mr.  Collins.  No,  the  percentage  of  employed  who  fit  into  the 
low-wage  category  of  34  hours  or  less;  between  the  20  and  the  34 
hours  a  week? 

Mr.  Nadel.  Do  you  have  that? 

Ms.  Yamane.  No. 

Mr.  Nadel.  I  will  have  to  supply  that  for  the  record,  sir. 

Mr.  Collins.  All  right,  sir.  Thank  you. 

[The  information  appears  in  the  appendix.] 

Chairman  LaFalce.  We  will  go  to  panel  number  two,  Ms.  Teena 
Rasmussen,  representing  the  National  Federation  of  Independent 
Business;  and  Dr.  John  C.  Lewin,  director  of  health  for  the  State 
of  Hawaii. 

Ms.  Rasmussen,  we  will  hear  from  you  first.  We  will  put  the  en- 
tire text  of  both  your  statements  in  the  record  and  you  may  sum- 
marize, if  you  wish.  Yours  is  rather  short,  Ms.  Rasmussen.  You 
may  prefer  to  read  it,  but  it  is  up  to  you. 

]VIs.  Rasmussen.  I  have  somewhat  of  a  summary  of  my  written. 

Chairman  LaFalce.  OK,  terrific. 

Ms.  Rasmussen.  So  we  will  not  have  to  take  more  time  than  nec- 
essary. I  hope  my  round  trip  of  10,000  miles  or  so  warrants  my 
being  here. 
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TESTIMONY  OF  TEENA  RASMUSSEN,  MEMBER,  NATIONAL  FED- 
ERATION OF  INDEPENDENT  BUSINESS;  OWNER,  PARADISE 
FLOWER  FARMS,  INC. 

Ms.  Rasmussen.  Chairman  LaFalce  and  committee  members, 
good  afternoon  and  aloha  from  Hawaii.  My  name  is  Teena  Ras- 
mussen. My  husband  and  I  own  Paradise  Flower  Farms,  Inc.,  and 
employ  17  full-time  people  on  the  island  of  Maui.  We  are  producers 
of  fresh  cut  flowers  as  well  as  lei  flowers. 

Today,  I  am  testifying  on  behalf  of  the  National  Federation  of 
Independent  Business.  NFIB  is  the  Nation's  largest  small  business 
advocacy  organization,  representing  more  than  600,000  small  busi- 
ness owners.  The  typical  NFIB  member  has  five  employees  and  re- 
ports gross  sales  of  around  $250,000  a  year.  NFIB  sets  its  legisla- 
tive positions  and  priorities  based  upon  regular  surveys  of  its  mem- 
bership. 

Since  1986,  NFIB  members  have  identified  the  cost  of  health  in- 
surance as  their  number  one  problem.  As  a  result,  health  care  re- 
form is  the  top  legislative  priority  of  NFIB. 

I  am  here  today  to  speak  to  you  about  what  it  is  like  doing  busi- 
ness in  Hawaii  with  respect  to  our  employer  mandate  Prepaid 
Health  Care  Act.  Before  I  go  into  that,  however,  I  would  like  you 
to  have  a  brief  overview  of  the  conditions  in  which  my  company  op- 
erates. 

In  my  opinion,  the  U.S.  Gk)vernment  has  made  a  conscious  deci- 
sion in  recent  years  to  give  away  our  horticulture  industry  in  the 
United  States  to  South  America  and  Mexico.  Since  this  time,  the 
economic  picture  for  our  industry  has  been  bleak.  Even  in  Hawaii, 
out  in  the  middle  of  the  Pacific,  thousands  of  pounds  of  South 
American  and  Mexican  flowers  are  shipped  in  each  week.  No  duty 
is  charged  whatsoever  to  South  American  growers  and  very  little 
is  charged  to  Mexico.  Yet,  I,  as  an  American  grower,  am  asked  to 
pay  a  multitude  of  mandated  benefits  to  my  employees  and  am  still 
supposed  to  compete  in  this  so-called  "free  world  market." 

My  point  here,  in  bringing  this  up,  is  that  many  of  you  will  think 
that  if  an  employer  mandate  for  health  care  is  passed  that  busi- 
nesses can  just  raise  their  prices  a  little  and  pass  the  cost  along. 
But  I  want  you  to  understand  that  in  my  industry,  and  in  others 
in  the  United  States,  we  cannot  raise  our  prices.  If  we  did,  we  risk 
losing  our  entire  market  and  would  rapidly  be  closing  our  doors. 

As  you  know,  the  foundation  of  Hawaii's  Prepaid  Health  Care 
Act  is  mandated  employer-provided  insurance.  Employers  must 
provide  coverage  for  employees  working  over  20  hours,  or  20  hours 
or  over,  and  must  provide  a  package  that  gives  benefits  equaling 
or  exceeding  a  State-defined  benefits  package.  Employees  are  al- 
lowed to  contribute  to  benefit  costs  only  up  to  1.5  percent  of  their 
monthly  salary.  At  present,  because  of  the  law,  Hawaiian  busi- 
nesses already  pay  for  their  the  employee's  health  care.  You  will 
find  that  most  businesses  in  Hawaii,  mine  included,  want  to  be 
able  to  cover  their  employees'  health  care  and  would  probably  pre- 
serve the  coverage  even  if  we  did  not  have  the  mandate.  In  fact, 
during  1982,  when  Hawaii's  law  was  set  aside  while  being  chal- 
lenged in  court,  NFIB  could  find  no  employers  that  dropped  the 
health  coverage  for  their  employee  employees.  But  I  must  say  after 
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17  years  of  providing  health  care  for  my  employees,  the  system  in 
Hawaii  is  breaking  down  and  going  out  of  control. 

When  we  first  opened  our  doors,  we  provided  our  employees  and 
our  own  family  the  best  medical  plan  available.  We  paid  for  100 
percent  of  premiums  and  also  offered  the  plan  to  spouses  who  were 
not  covered  elsewhere.  We  went  beyond  what  the  law  required. 
Year  by  year,  each  time  the  Hawaii  State  legislature  met,  a  new 
group  of  providers  wanted  in  on  the  potential  health  care  windfall. 
First,  they  added  substance  abuse  and  allowed  psychologists  to  be 
providers.  We  started  seeing  double  digit  increases  in  our  health 
care  premiums  each  year.  We  had  to  counter  this  with  cutting  our 
budget  in  many  areas.  For  instance,  we  would  hold  off  purchasing 
a  new  piece  of  equipment  or  would  slow  down  any  expansion  plans 
that  we  had. 

Next,  the  Hawaii  State  legislature  decided  that  everyone  in  Ha- 
waii had  the  right  to  in  vitro  fertilization.  Again,  we  saw  double 
digit  increases  in  medical  premium  costs.  At  this  point,  we  were 
faced  with  a  more  difficult  situation — we  had  to  hold  the  wages  of 
our  employees  at  the  same  level  for  2V2  years  and  could  no  longer 
afford  to  cover  spouses'  health  premiums. 

In  recent  years  the  story  is  the  same.  Every  year  double  digit  in- 
creases in  health  premiums,  wages  only  rising  2  to  3  percent,  if  at 
all,  and  dwindling  profits.  For  5  years  we  have  had  plans  to  start 
a  retirement  fund  for  our  employees,  and  each  year  mandated  ben- 
efits of  some  kind  or  another  have  made  us  cancel  those  plans.  This 
past  year  we  did  the  only  thing  that  was  left  to  us,  we  lowered  our 
insurance  plan  to  the  minimum  that  the  State  allows.  So,  now, 
rather  than  offering  the  best  health  care  coverage,  we  offer  the 
bare  minimum. 

This  is  upsetting  to  me  as  an  employer  and  hurts  the  morale  of 
my  employees.  Believe  me,  if  we  had  another  choice,  we  would  not 
have  done  this,  because  this  affected  our  own  family's  health  insur- 
ance, since  we  are  employees  of  our  corporation. 

In  thinking  they  were  doing  employees  a  favor  by  increasing 
State  mandates,  the  State  of  Hawaii  only  caused  worse  hardship 
for  workers.  Their  wages  rose  at  slower  rates,  and  they  ultimately 
received  less  health  care  than  they  previously  had.  We  are  at  a 
point  in  our  business  that  we  will  do  anything  to  avoid  hiring  one 
more  person — not  for  the  lack  of  need,  but  because  we  cannot  af- 
ford them. 

You  will  hear  from  our  health  director.  Dr.  John  Lewin  today, 
that  Hawaii's  plan  is  the  best  and  that  employers  like  it.  What  you 
will  not  hear  from  him  is  that  the  State  of  Hawaii  operates  under 
a  different  set  of  rules  for  its  own  employees.  They  exempted  them- 
selves from  the  law.  They  can  charge  their  employees  up  to  40  per- 
cent of  premiums,  and  they  have  the  ability  to  hire  and  fire  em- 
ployees every  30  days  to  avoid  paying  any  medical  premiums  at  all. 
When  asked  why,  they  say  that  if  they  had  to  cover  all  these  people 
it  would  be  an  undue  burden  to  the  State  budget. 

I  implore  you  to  look  at  what  mandates  do  to  small  business,  and 
more  importantly,  to  the  people  we  employ.  I  am  against  Govern- 
ment mandates.  A  business  knows  much  more  about  what  it  should 
and  can  offer  to  employees.  Business  should  have  the  ability  to 
have  cafeteria  style  choices  in  offering  health  care  and  other  bene- 


115 

fits.  Market  forces  can  change  overnight;  Government  laws  can 
stay  on  the  books  forever. 

I  would  like  to  caution  you  in  one  more  area.  As  has  happened 
in  Hawaii,  you  will  have  incredible  pressure  to  allow  chiropractors, 
psychologists,  herbal  healers,  et  cetera,  to  be  providers  of  health 
care.  Whatever  plan  that  is  devised,  it  must  be  the  most  basic  of 
plans.  From  that,  individuals  and  businesses  can  decide  what  they 
can  add  as  they  can  afford  it.  This  is  the  only  way  that  universal 
health  care  will  be  achieved.  Otherwise,  the  system  will  go  bank- 
rupt before  it  gets  started. 

Ladies  and  gentlemen,  the  days  of  Government  throwing  every 
kind  of  cost  imaginable  to  business  is  over.  American  businesses 
just  do  not  have  it  to  give  anymore.  We  are  losing  out  daily  to  for- 
eign competition.  We  have  cut  our  budgets  to  a  bare  minimum.  The 
only  place  left  to  cut  is  wages  and  jobs.  I  don't  like  that  alternative. 

I,  as  a  Hawaiian  small  business  owner  on  behalf  of  NFIB,  ask 
the  Congress  to  pass  health  care  reform  without  an  employer  man- 
date. Thank  you  for  your  time. 

Chairman  LaFalce.  Thank  you  very  much,  Ms.  Rasmussen. 

[Ms.  Rasmussen's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  We  will  now  hear  from  Dr.  John  Lewin,  the 
director  of  Health  for  the  State  of  Hawaii.  Dr.  Lewin. 

TESTIMO^fY  OF  JOHN  C.  LEWIN,  M.D.,  DIRECTOR  OF  HEALTH, 

STATE  OF  HAWAII 

Dr.  Lewin.  Thank  you,  Mr.  Chairman  and  Members,  aloha.  It  is 
a  pleasure  to  be  here.  I  think  this  is  an  important,  controversial 
and  difficult  subject,  and  I  am  grateful  you  are  taking  the  time  to 
review  it. 

I  was  pleased  to  read  what  GAO  and  Mr.  Nadel  presented  to  you 
today.  I  know  it  is  new  information  and  I  think  there  is  a  lot  of 
correct  information  there  and  there  are  some  other  areas  I  would 
like  to  add  to  in  terms  of  better  data  that  I  have,  and  it  was  not 
necessarily  available  to  GAO  when  they  were  in  Hawaii. 

I  also  think  that  Ms.  Rasmussen,  by  the  way,  comes  from  the 
same  lovely  community  of  Kula,  Maui  where  I  was  a  family  practi- 
tioner until  I  made  the  fatal  mistake  of  taking  over  the  largest 
State  agencv  of  Government  with  7,000  employees  and  all  the  con- 
troversies of  health  and  environmental  well-being  for  a  State. 

Chairman  LaFalce.  You  used  to  be  a  good  guy. 

Dr.  Lewin.  Yes.  I  left  heaven  and  went  to — well,  anyway.  I  know 
what  a  wonderful  community  Kula  is  and  I  know  how  tough  it  is 
to  be  in  agriculture  today,  and  I  think  she  expressed  well  some  of 
the  pressures.  Although,  I  would  like  to  offer  some  alternatives  in 
some  thinking. 

I  am  not  here  as  a  salesperson.  I  am  going  to  stray  from  my  writ- 
ten remarks  and  make  some  comments  to  you  that  I  think  will  per- 
tain to  the  questions  you  have  asked  already  today  and  hopefully 
add  some  further  information  from  what  I  stated  in  my  statement. 

I  am  not  here  because  I  think  Hawaii  is  perfect.  No,  in  fact,  it 
is  my  job  to  deal  with  the  people  who  fall  through  the  cracks  in 
the  system,  and  so  I  hope  through  the  questions  we  will  get  to 
some  of  that  information.  I  get  very  concerned  and  almost  agitated 
sitting  and  listening  to  descriptions  about  Hawaii,  because  there  is 
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so  much  misinformation.  There  is  so  much,  basically  a  lack  of  un- 
derstanding of  the  big  picture  in  Hawaii  among  physicians  and  hos- 
pital administrators  and  people  who  live  there  and  take  it  for 
granted,  and  do  not  understand  what  we  have  and  what  we  will 
have  lost  if  it  disappears  in  national  reform;  and  it  is  hard  to  get 
the  facts  across  to  people  in  Washington.  I  hope  I  can  do  some  of 
that  today  to  dispel  some  of  the  concerns  I  have  about  the  picture 
not  being  clear  to  you  already  at  this  point. 

We  know  that  health  care  reform  is  motivated  more  by  cost  con- 
tainment concerns  than  it  is  an  issue  of  integrity  for  access,  but 
both  are  part  of  the  big  picture.  Certainly  it  is  cost  containment 
that  is  moving  this  issue  across  the  Nation.  Where  Hawaii  fits — 
and  there  are  all  sorts  of  controversies  and  discrepancies  about  Ha- 
waii. I  am  the  guy  that  has  to  take  care  of  everybody  in  the  State 
that  is  not  insured.  It  is  my  people,  the  primary  health  care  clinics, 
the  safety  net,  the  Department  of  Health  employees  that  do  it.  I 
have  the  best  knowledge  of  who  these  people  are  and,  in  fact,  I  also 
rim  one-third  of  the  hospitals,  acute  care  hospitals,  in  the  State  of 
Hawaii,  which  originally  were  plantation  hospitals  which  became 
larger  and  larger  and  ended  up  as  State  hospitals  and  now  are  very 
sophisticated,  private-like  facilities  that  still  have  civil  service  em- 
ployees in  many  aspects  of  them. 

Using  the  admissions  to  those  hospitals,  one-third  of  the  acute 
care  business  to  date,  and  a  recent  Omni  Track  survey,  we  can 
identify  no  more  than  about  40,000  people  in  Hawaii  who  lack 
health  care  coverage.  Half  of  them  are  self-employed  people  who 
are  being  excluded  for  coverage  like  they  would  be  on  the  mainland 
because  of  a  preexisting  medical  condition  because  they  are  not 
covered  by  our  employer  mandate.  They  are  self-employed.  That  is 
half  of  the  uninsured. 

The  other  half  of  that  uninsured  group  are  people  who  are  Med- 
icaid or  SHIP,  gap  insurance  program,  eligible  who  failed  to  apply. 
They  will  be  automatically  enrolled  the  moment  they  get  mto  a 
hospital  or  for  some  reason  need  any  kind  of  expensive  medical 
equipment. 

So  in  understanding  access  in  Hawaii,  you  need  to  know  that  un- 
like Michigan  and  other  States  that  are  93  percent,  in  essence,  Ha- 
waii really  does  have  universal  access.  Anybody  who  does  need 
medical  care  is,  in  fact,  covered  with  the  exception  of  the  relatively 
well-off  self-employed. 

Anybody  who  is  eligible  for  Medicaid  of  course  is  covered  in  any 
State.  But  once  you  go  above  Medicaid,  you  go  up  to  300  percent 
of  Federal  poverty  in  Hawaii,  you  are  unemployed  or  part-time  em- 
ployed, if  you  are  self-employed,  or  if  you  are  a  student,  or  for  any 
other  reason  fall  through  the  cracks,  you  can  be  covered  by  the 
State. 

If  you  are  below  100  percent  of  Federal  poverty,  we  pay  the  en- 
tire bill  completely.  No  questions  asked.  If  you  go  up  above  that, 
we  ask  you  to  pay  something,  which  is  usually  around  $20  to  $30 
a  month  for  your  coverage.  It  is  very  inexpensive. 

We  subsidize  all  part-time  employees  in  the  State  who  work  less 
than  20  hours  per  week  and  we  do  that  to  help  small  businesses. 
We  do  not  ask  them  to  pay  directly  for  the  costs  of  those  people 
and  we  think  that  that  helps  stimulate  small  business.  So,  we  have 
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made  that  choice  as  a  State  and  we  often  get  no  credit  for  it,  and 
I  would  Hke  people  to  understand  the  amount  of  real  work  that  has 
been  done  in  Hawaii  basically  to  get  people  covered.  We  do  not 
have  insurance  police  that  drag  people  in.  But  other  than  that,  we 
make  them  covered. 

But  in  the  work  force,  the  people  who  are  employed  more  than 
20  hours  a  week,  and  their  dependents,  these  people  are  covered 
in  Hawaii.  There  are  so  few  dependents  that  are  not  covered  as  to 
make  it  almost  insignificant.  Those  people  would  be  picked  up  by 
the  SHIP  Program  and  we  have  enrollment  locations  all  over  the 
State  of  Hawaii  and  they  are  just  not  there. 

Employees  who  have  insurance  for  themselves  have  the  option 
under  our  employer  mandate  to  bring  their  family  on,  and,  in  fact, 
they  do.  Their  employers  in  fact,  cooperate  and  help  pay  the  bill. 
These  people  are  de  facto  universally  covered  in  Hawaii,  even 
though  the  law  did  not  mandate  it.  It  said,  in  fact,  that  if  the  em- 
ployee so  chooses,  that  the  employer  must  offer  the  same  coverage 
within  the  community  rated  pool  for  the  family,  and  in  fact,  de 
facto,  these  people  are  universally  covered  in  Hawaii. 

There  are  so  few  examples  out  there  that  they  are  really  less 
than  1  percent  of  the  total  work  force  and  dependent  population. 
In  other  words,  81  percent  of  the  population  are  fully  covered  by 
that  act.  Another  10  percent  of  the  population  is  currently  enrolled 
in  Medicaid,  which  gets  us  to  91.  Another  6  percent  are  in  Medi- 
care today,  which  gets  us  to  97.  We  have  a  few  percent  in  SHIP 
and  a  few  percent  missing. 

We  are  very  close  to  universal  access.  Despite  the  fact  this  CPS 
study  does  not  show  it,  we  are  close;  OK? 

Now,  it  has  cost  us  and  it  has  cost  businesses.  Quality  of  care 
in  Hawaii 

Chairman  LaFalce.  What  is  CPS? 

Dr.  Lewin.  The  study  used  by  Mr.  Nadel  to  estimate — the  Fed- 
eral studies  that  were  used  to  estimate  the — it  is  basically  a  Cen- 
sus Bureau  study,  which,  by  the  way,  I  think  it  was  a  review  of 
60  families,  and  it  just  did  not  get  it. 

In  terms  of  the  quality  of  care — and  this  is,  by  the  way,  the  only 
thing  they  had  available  to  them,  though,  so  they  did  the  best  they 
could  without  actually  going  around  to  our  hospitals  and  spending 
a  huge  amount  of  money  to  do  the  kind  of  thing  I  am  able  to  do 
and  not  have  published,  unfortunately. 

Quality  of  care  in  Hawaii  is  good.  Costs  of  care  have  already 
been  pointed  out  to  be  lower  on  premiums.  The  outcomes  of  care 
is  what  I  want  to  tell  you  about.  Hawaii  is  known  to  have  the 
greatest  longevity  in  America.  Some  people  think  it  is  due  to  Asian 
Americans.  It  is  not.  Some  people  think  Hawaii's  good  outcomes  in 
health  care  are  due  to  Asian  Americans.  In  fact,  it  is  Caucasian 
Americans  that  are  benefiting  from  the  best  health  outcomes  pres- 
ently in  the  State  of  Hawaii. 

Hawaii's  outcomes  are  such  that  it  experiences  the  greatest  lon- 
gevity, the  lowest  infant  mortality  rate  in  1993,  the  best  survival 
from  heart  disease,  cancer  and  emphysema  of  all  50  States  today, 
and  health  care  costs  that  are  35  percent  cheaper  than  the  rest  of 
the  country.  The  reason  is  really  pretty  elementary.  We  have  better 
access  to  primary  care.  People  are  getting  seen  by  their  doctor  ear- 
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lier  rather  than  waiting  for  an  emergency  room  or  for  hospitaHza- 
tion. 

We  have  about  half  the  amount  of  emergency  room  use  per  cap- 
ita as  the  rest  of  the  country.  We  have  great  emergency  rooms,  peo- 
ple just  do  not  need  to  go  there  as  often  to  have  their  baby's  ear 
checked.  We  have  fewer  unnecessary  surgeries.  We  have  fewer  per 
capita  people  in  hospital  beds  because  we  do  more  outpatient,  we 
do  more  primary  care. 

Breast  cancer  is  a  good  example.  I  will  use  Caucasian  women  as 
my  comparative  measure  and  use  all  50  States.  We  have  one  of  the, 
if  not  the  highest  rates  of  breast  cancer  among  Caucasian  women 
in  Hawaii,  and  we  also  have  the  lowest  death  rate  from  breast  can- 
cer in  Hawaii.  The  reason  is  that  we  are  catching  it  earlier,  diag- 
nosing it  more  often,  and  treating  at  the  lumpectomy  stage.  This 
is  really  a  lot  of  where  Hawaii's  cost  containment  comes  in. 

The  system  in  Hawaii  does  not  have  a  big  bureaucracy.  There  is 
no  rate  setting  in  Hawaii,  no  global  budgeting,  no  premium  rate 
controls,  and  absolutely  no  Government  oversight.  In  fact,  the  num- 
ber of  employees  that  deal  with  the  prepaid  health  care  are  two, 
and  they  are  people  who  make  sure  that  employers  really  are  cov- 
ering their  workers  if  there  is  a  question. 

The  problem  of  chiropractors  and  naturalists  or  herbalists  and  so 
forth  that  was  mentioned  by  Teena  is  a  problem,  but  it  is  only  a 
problem  in  Workers  Comp.  No-fault  auto  insurance.  Our  employer 
mandate  does  not  allow  coverage  for  those  practitioners. 

In  terms  of  catastrophic  care,  the  employer  mandate  caps  the 
catastrophic  cost  for  people  in  Hawaii  at  approximately  $1,500  per 
year,  total.  Again,  Mrs.  Clinton  was  flabbergasted  that  was  all  peo- 
ple would  have  to  pay  out-of-pocket  no  matter  what  their  costs 
were  in  Hawaii. 

Almost  all  coverage  in  Hawaii  is  first  dollar.  That  is,  when  you 
get  covered,  whether  it  is  an  HMO — and  you  have  a  choice;  HMO, 
PPO,  fee-for-service,  et  cetera — ^you,  frankly,  are  immediately  eligi- 
ble for  coverage.  No  deductible  up  front  in  Hawaii's  premiums.  So, 
our  rates  are  actually  lower  than  they  appear  in  comparison  be- 
cause we  have  less  out-of-pocket  costs  in  Hawaii  than  any  other 
State  today. 

So  these  are  facts  that  I  really  want  to  try  to  clear  up.  The  myths 
about  Hawaii  are  that  we  are  genetically  superior.  We  are  not. 
CDC  can  confirm  that.  We  eat  more  fat  in  our  diet.  We  drink  more 
alcohol.  We  have  a  terrific  time  in  Hawaii,  but  our  life-styles  are 
not  necessarily  the  best.  We  are  not  like  Utah,  we  are  not  Min- 
nesota, Vermont,  New  Hampshire.  We  have  some  work  to  do  there. 
Our  outcomes  are  based  on  better  primary  care  access  for  all  of  our 
people. 

Small  business  in  Hawaii  is  having  a  tough  time.  But  I  feel  for 
you  folks  because  small  business  in  America  is  having  a  tough 
time,  and  I  think  that  small  business,  which  is  the  backbone  of  our 
economy,  is  in  a  rough  condition  today.  But  I  need  to  say  that  by 
comparison,  it  is  hard  for  small  business  in  Hawaii  to  know  where 
their  counterparts  are. 

I  think  there  are  some  things  we  have  to  point  out.  In  1974  when 
our  law  was  passed — remember,  our  law,  by  the  way,  was  Nixon's 
proposal  to  Congress,  1972,  1973,  and  1974.  Our  employer  mandate 
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was  Richard  Nixon's  proposal,  passed  by  the  Hawaii  legislature 
only,  iust  ahead  of  ERISA.  When  the  law  was  passed,  everyone  pre- 
dicted there  would  be  a  huge  rise  in  business  failures,  there  would 
be  unemployment,  and  this  was  all  assumed  it  would  occur. 

We  did  not  have  anything  to  measure.  We  could  not  see  it.  But 
I  wish  I  had  the  slides  for  you.  I  have  the  data  with  me  in  my  at- 
tachment but  we  were  not  able  to  measure  it.  We  had  high  unem- 
ployment rates  in  our  history  at  that  time.  We  did  not  see  a  rise 
in  unemployment.  In  fact,  unemployment  has  consistently  fallen 
since  1974  to  today  where  it  is  lower  than  the  rest  of  America. 

Business  failures  have  consistently  been  lower  on  a  per  capita 
basis  measured  by  Dun  &  Bradstreet  from  1974  to  1994  in  Hawaii; 
1993  was  Hawaii's  worst  economic  year  in  recent  history,  since 
statehood.  Tourism  was  in  bad  shape  from  Japan  and  America.  We 
had,  of  course,  the  economic  decline  that  we  have  all  been  going 
through,  but  also  we  had  Hurricane  Iniki,  which  wiped  out  nearly 
every  small  business  on  the  Island  of  Kauai. 

We  had  the  largest  rate  of  increase  of  bankruptcy  of  all  50  States 
because  of  Iniki  and  these  other  conditions.  But  even  in  the  worst 
year,  with  the  largest  rise  per  capita,  largest  rise  in  terms  of  the 
rate  of  increase,  the  actual  per  capita  number  of  bankruptcies  was 
the  lowest  of  all  50  States.  Per  capita  number  remained  lower  than 
any  other  State  in  our  worst  year. 

We  have  tough  times  in  Hawaii  for  a  number  of  reasons.  Because 
we  are  the  most  expensive  State — cost  of  living  is  40  percent  high- 
er; cost  of  real  estate — businesses  have  a  tougher  time.  But  when 
we  see  the  problems  with  businesses  in  Hawaii,  they  relate — and 
I  can  show  it  right  on  an  economic  chart  that  we  have — that  shows 
they  relate  to  the  national  economy  ups  and  downs,  fuel  ups  and 
downs,  costs  with  the  oil  crises  which  have  hit  our  State  very  hard, 
and  basically  fluctuations  in  tourism,  not  in  health  care  costs. 

Health  care  costs  are  just  one  more  burden  that  small  businesses 
have  to  bear.  Ideologically,  small  businesses  hate  the  idea  of  a 
mandate.  They  hate  the  idea  of  Workers  Comp.,  they  hate  the  idea 
of  family  leave,  they  hate  the  idea  of  income  tax,  et  cetera,  et 
cetera.  We  know  this.  But  I  am  also  trying  to  point  out  that  we  are 
the  one  State  where  we  do  have  the  security  that  all  of  our  employ- 
ees are  covered  and  that  people  and  their  families  can  get  care,  and 
that  is  a  wonderful  thing  to  offer.  A  wonderful  thing  that  we  fail 
to — it  is  such  a  valuable  thing  that  I  don't  think  our  businesses — 
and  I  think  Teena  evidenced  that — that  they  would  not  give  it  up. 
They  want  cost  containment  at  the  same  time. 

I  want  to  register  one  concern.  Hawaii's  overall  health  per  capita 
costs  are  not  where  they  show  up  on  your  charts.  Those  numbers 
come  from  HCFA.  They  are  Lewin-VHI  numbers.  There  is  only  one 
survey  done  for  the  whole  Nation,  and  we  are  the  only  State  that 
has  sensitively  measured  our  costs.  There  is  an  attached  article  by 
Stenson,  et  al  to  my  statement  that  shows  Hawaii's  actual  total  per 
capita  health  care  costs  are  less  than  9  percent  of  our  gross  State 
product,  including  Tripler,  including  the  VA.  In  fact,  our  insurance 
premiums  are  lower.  They  are  35  percent  lower.  Out  of  pocket  is 
lower  in  Hawaii,  as  are  insurance  premiums. 

Because  of  that,  because  we  are  35  percent  cheaper,  we  do  not 
want  to  end  up  in  a  worse  situation  given  national  health  care  re- 
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form.  We  need  to  get  better  data  to  the  Federal  Government  so  we 
are  at  least  making  fair  comparisons. 

We  can  also  show  you,  looking  at  Medicare — look  at  the  overall 
of  Medicare  and  you  will  see  again  that  is  about  30  percent  lower 
in  the  per  capita  Medicare  costs  in  Hawaii  from  the  United  States 
to  again  show  you  HCFA  has  some  data  to  add  to  that  information. 

The  annual  increase,  though,  in  per  capita  premiums  of  10  per- 
cent or  so  over  the  last  few  years  for  businesses  like  Ms. 
Rasmussen's  and  others  is  a  problem.  When  real  estate  is  as  high 
as  it  is  in  Hawaii,  and  everything  else  is  expensive,  you  cannot 
handle  a  10  percent  increase  when  wages  are  going  up  2  percent. 
So,  we  must,  like  every  other  State,  deal  with  cost  containment.  If 
the  employer  mandate,  while  it  has  provided  a  significant  amount 
of  cost  containment,  it  is  not  complete  and  we  do  need  to  do  some- 
thing about  it  for  small  businesses,  absolutely.  It  does  hurt  our 
businesses. 

If  we  had  ERISA  flexibility,  to  go  back  to  1974,  we  could  fix  a 
lot  of  that  for  businesses.  In  1974,  when  the  law  was  passed,  it  was 
a  50/50  split  at  1.5  percent  of  the  employee's  wages.  That  paid  for 
50  percent.  Even  today  at  1.5  percent,  an  employee  with  a  $27,000 
income  is  still  contributing  something  like  30  percent  of  their  pre- 
mium. But  back  in  1974,  it  was  really  close  to  a  50/50  split.  I  think 
that  that  is  what  we  have  to  get  back  to  in  order  to  achieve  the 
parity  that  really  will  have  the  employees  being  more  interested  in 
cost  containment  and  give  the  employers  a  fair  shake. 

I  am  fully  supportive  of  that  in  our  State.  With  your  help  and 
blessing,  please,  a  little  tiny  window  in  our  ERISA  exemption  so 
we  can  go  back,  adjust  our  law  so  it  goes  back  to  what  it  was  for 
small  businesses  when  the  law  started.  Remember,  labor  is  ex- 
empted, and  they  can  do  whatever  collective  bargaining  they  are 
going  to  do  anyway.  It  is  small  businesses  that  need  the  break  and 
that  is  why  we  need  the  flexibility  in  ERISA  for  small  businesses 
in  Hawaii. 

I  also  want  to  point  out,  despite  the  problems,  employers  have 
been  buying  much  bigger  benefit  packages  than  what  they  are  re- 
quired to  buy.  In  fact,  it  is  amazing.  It  is  the  vast  majority  that 
goes  beyond  the  required  benefits  and  actually  adds  on,  and  beyond 
that,  many  offer  to  pay  actually  100  percent  of  the  premium.  So, 
we  do  have  very  generous  businesses  in  Hawaii.  Despite  their  con- 
cern with  costs,  they  are  extremely  generous  and  they  have  in  fact, 
I  think  it  is  something  like  70  percent,  as  of  last  count,  that  are 
expanding  the  benefits  over  the  standard  package  and  adding  oth- 
ers. 

Our  benefit  package  in  the  prepaid  law  is  a  standard  package. 
The  law,  as  written,  does  not  have  dental  benefits  or  pharma- 
ceutical drug  coverage;  did  not  have  mental  health  and  substance 
abuse.  We  did  back-door  mandate,  as  Teena  pointed  out,  a  little  bit 
of  mental  health  and  substance  abuse.  In  vitro  fertilization  was  ri- 
diculous and  should  not  be  in  any  mandated  law,  and  I  agree  with 
her  on  that.  But  what  people  have  done  in  Hawaii  is  that  85  per- 
cent of  the  work  force  has  purchased  dental  and  drug  as  an  addi- 
tional supplemental  community  rated  package.  So,  in  essence,  85 
percent  of  Hawaii's  population  has  dental  and  drug  coverage  too 
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because  they  have  just  bought  it  as  an  extra.  So,  we  do  have  that 
in  place. 

Hawaii,  again,  is  the  only  place  where  small  businesses  are  sub- 
sidized for  part-time  workers  and  the  State  does  that  and  believes 
it  is  a  good  idea. 

One  more  misconception  I  have  to  point  out.  In  1971,  Hawaii's 
Legislative  Reference  Bureau  did  an  ejchaustive  survey  of  the  popu- 
lation regarding  health  insurance.  Seventeen  percent  of  the  popu- 
lation lacked  health  coverage  in  1971.  Yes,  our  plantations  covered 
people  but  the  plantations  had  shrunk  to  a  very  small  part  of  the 
work  force  in  those  days. 

You  need  to  know  that  Hawaii  was  just  like  California  when  we 
passed  our  law.  We  would  be  no  different  than  California  today. 
Gas  station  employees,  restaurant  employees,  dry  cleaning,  small 
business  mom  and  pop  stores,  these  people  did  not  have  health  in- 
surance in  Hawaii  in  1973  and  until  we  mandated  it. 

Second,  young  people,  people  under  the  age  of  30  were  not  buy- 
ing or  chipping  in  for  health  insurance  until  the  mandate.  When 
the  mandate  came  in,  all  young  people  now  had  to  contribute  be- 
cause they  had  to  buy  insurance  and  they  had  to  pay  their  fair 
share. 

Third,  small  businesses  were  being  underwritten  with  medical 
risks  and  oftentimes  had  to  either  fire  somebody  with  a  medical 
problem  or  pay  triple  the  rates  of  big  businesses,  and  now  they  are 
paying  at  least  the  same  basic  rate  as  big  businesses.  So,  some  im- 
portant things  happened  because  it  was  mandated.  If  it  had  been 
optional,  frankly,  we  would  be  in  the  same  place  as  the  rest  of  our 
country  today.  I  imderstand  the  problems.  As  I  said,  I  was  a  small 
businessperson.  My  wife  still  is  and  it  is  tough. 

I  want  to  wrap  up  by  saying  this,  and  there  is  a  lot  we  can  talk 
about  in  questions,  if  you  like,  we  believe  in  Hawaii  that  the  health 
care  reform  model  ought  to  be — and  I  will  tell  you  one  reason  I  am 
here.  I  am  not  here  as  a  salesman  to  tell  you  how  wonderful  we 
are.  I  am  here  to  tell  you  an  employer  mandate  can  work,  but  I 
am  also  here  to  tell  you  please  do  not  wreck  what  we  have  in  Ha- 
waii. We  want  to  at  least  have  an  opportunity  not  to  go  backwards. 
When  national  reform  comes  in,  if  it  is  moving  us  in  the  other  di- 
rection, please,  we  ask  that  you  allow  us  to  at  least  keep  what  we 
have  and  continue  to  move  anead. 

We  are  very  worried  about  that.  We  are  worried  about  it — we  do 
not  want  global  budgeting  and  cost  containment  in  rating  setting 
and  price-fixing.  We  do  not  want  Government  doing  that.  We  do 
not  think  our  benefit  package  should  be  subtracted  greatly  or  sig- 
nificantly. Certainly  not  added  to  either.  So,  we  are  very  concerned. 
We  want  to  play  with  national  reform.  We  know  the  Nation  needs 
it  and  we  support  it  and  applaud  you  and  the  President  and  First 
Lady  for  putting  it  on  the  front  of  the  agenda.  We  must  deal  with 
it  for  our  national  economic  well-being.  But  we  are  worried  about 
how  it  is  going  to  effect  us,  frankly. 

We  think  that  the  foundations  of  national  health  care  reform 
ought  to  be  Government  setting  standards,  benefits,  gold  standards 
of  quality  outcomes,  employer  rules,  tax  rules,  and  antitrust  rules 
and  tort  reform.  But  after  that,  we  think  consumer  choice  in  a  mar- 
ket system  ought  to  keep  costs  down  and  make  the  system  creative 
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and  that  is  what  ought  to  drive  the  system  and  that  is  really  where 
Hawaii  wants  to  go. 

We  think  the  foundations  also  need  public  health  and  prevention 
funding  directly;  that  we  need  to  make  primary  care  the  true  foun- 
dation of  the  system;  that  costs  should  be  controlled  so  as  not  to 
go  up  faster  than  wages  or  general  inflation  in  any  State;  that  Gov- 
ernment's role  should  be  limited  to  the  standard  setting,  as  I  men- 
tioned, and  consumers  choice  will  be  the  driving  factor  in  the  fu- 
ture system. 

The  Federal  Government  currently,  as  I  see  it  and  count  it,  has 
almost  50  percent  of  the  American  health  care  trillion  dollar  pie. 
If  you  add  up  Medicaid,  Medicare,  Federal  employees,  the  VA,  mili- 
tary and  CHAMPUS,  you  are  getting  very  close  to  half.  We  would 
like  to  keep  at  least  half  of  it  in  the  private  sector,  the  other  50 
percent.  We  believe  in  Hawaii  that  the  employer  mandate  is  the 
only  sure  way  to  do  that.  We  do  not  believe  if  money  is  collected 
by  income  tax  by  any  form  by  the  Federal  Government  that  it  is 
going  to  get  back  to  us  in  a  way  that  we  think  preserves  the  choice 
and  openness  and  quality  of  our  private  sector  system,  which,  for 
us,  is  really  the  best. 

The  cost  shifting  in  Hawaii  is  coming  from  the  underpaying  of 
the  actual  costs  of  Medicaid  and  Medicare.  So,  the  remaining  cost 
shifting  is  from  the  Federal  programs,  and  it  is  being  picked  up  by 
Ms.  Rasmussen  in  her  premium,  and  that  is  where  the  cost  shifting 
remains.  We  spend  9  percent  of  our  gross  State  product  while  the 
Nation  is  close  to  14  and  we  believe  that  in  fact,  in  the  future  we 
do  have  some  lessons — not  a  system,  nothing  perfect,  not  a  total  in- 
tegrity to  say  take  us  and  use  us  as  a  blueprint — we  have  some  im- 
portant lessons  we  would  like  to  share.  We  want  to  get  the  facts 
straight.  We  want  to  get  the  facts  straight  about  the  mandate, 
about  the  actual  per  capita  costs  in  Hawaii,  about  the  way  things 
were  before  the  mandate.  It  wasn't  that  rosy.  We  would  be  very 
similar  if  we  had  not  passed  Richard  Nixon's  proposal  to  the  rest 
of  the  country  today  and  we  believe  the  rest  of  the  Nation  would 
be  very  similar  to  Hawaii  if  Mr.  Nixon  had  succeeded  in  getting  his 
proposal  through  then. 

Please  do  not  dismantle  Hawaii  without  knowing  the  facts  about 
it.  We  look  forward  very  much  to  working  with  you  and  our  small 
businesses  to  fixing  some  of  the  strains  that  exist  in  our  system 
today  as  we  move  ahead  together.  Thank  you  very  much. 

Chairman  LaFalce.  Thank  you  very  much.  Dr.  Lewin  and  Ms. 
Rasmussen.  I  will  just  ask  a  few  questions.  I  think  your  testimony 
was  quite  impressive. 

[Dr.  Lewin's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Have  you  had  an  opportunity  to  talk  with 
a  representative  from  GAO  to  explain  to  him  the  data  regarding 
the  number  of  uninsured  prior  to  the  Hawaii  employer  mandate? 

Dr.  Lewin.  I  will  certainly  be  happy  to  provide  him  with  our  Leg- 
islative Reference  Bureau  information  about  the  uninsured. 

Chairman  LaFalce.  What  was  the  number  of  uninsured  prior  to 
enactment  of  the  law. 

Dr.  Lewin.  They  were  17  percent  of  the  total  population  prior  to 
the  law  that  lacked  comprehensive  health  insurance.  Of  that  num- 
ber, there  were  some  few  that  had  only  hospital  and  catastrophic 
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coverage  and  so  there  were  about  5  percent  that  had  some  hospital 
and  catastrophic  coverage,  but  17  percent  lacked  primary  care  ac- 
cess to  doctors,  emergency  rooms,  and  basic  hospital  care. 

Chairman  LaFalce.  Fine.  Today  GAO  estimated  somewhere  be- 
tween 4  to  7  percent  are  be  uninsured.  You  are  saying  you  are 
pretty  close  to  universal  coverage  so  you  would  be  saying  maybe  1 
or  2  percent;  is  that  correct? 

Dr.  Lewin.  We  think  it  is  around,  it  hovers  aroimd  3  percent. 

Chairman  LaFalce.  About  3  percent. 

Dr.  Lewin.  That  3  percent  we  think  is  going  to  be  very  hard  to 
ever  get  much  further  along,  unless  we  can  get  the  self-employed 
into  our  community  rating  pool.  If  you  folks  pass  a  national  com- 
munity rating  bill,  then  our  self-employed  or  higher  income  who 
are  being  rejected  will  then  automatically  be  brought  in. 

Chairman  LaFalce.  You  say  people  are  being  rejected  for  cov- 
erage. Couldn't  Hawaii  pass  a  preexisting  condition  law  prohibiting 
such  actions? 

Dr.  Lewin.  I  have  proposed  one  for  8  years  as  director  of  Health 
and  it  never  makes  it  through  because  the  small  insurance  compa- 
nies block  it  every  year,  and  their  concern  is  being  consumed  or 
out-competed  by  the  two  big  companies.  By  the  way,  the  two  big 
ones  do  control  almost  80  percent  of  the  market.  Closer  to  76  or 
77  percent.  But  among  that  other  20  percent  that  is  out  there, 
there  are  3  and  4  upstart  companies  that  are  looking  pretty  inter- 
esting. 

So  there  is  competition,  and  if  you  look  around  the  Nation,  there 
are  quite  a  few  States  with  about  the  same  perspective  of  market 
dominance  by  one  or  two  companies  and  then  a  number  of  smaller 
companies.  So,  in  a  way,  Hawaii  is  not  that  dissimilar  from  a  num- 
ber of  other  American  States. 

I  think  we  succeed  in  keeping  our  costs  lower  because  we  have 
the  same  basic  benefit  package  that  these  people  are  all  competing 
for;  and  when  the  various  plans  quote  a  premium  price,  instead  of 
as  in  your  State  where  there  are  so  many  different  benefit  pack- 
ages which  become  confusing,  and  there  are  so  many  different 
copayment  schemes  and  so  forth,  in  Hawaii  the  plans  are  compet- 
ing on  the  same  product.  Thus,  price  competition  gets  a  little  more 
fierce. 

Chairman  LaFalce.  Do  you  have  any  idea  of  the  number  of  in 
vitro  fertilizations  that  are  performed  each  year  in  Hawaii? 

Dr.  Lewin.  I  remember  the  first  year  the  mandate  was  passed, 
the  number.  In  the  next  2  years,  it  was  about  300  per  year.  It  is 
not  a  very  large  addition  to  the  premium  cost. 

ChEiirman  LaFalce.  More  psychological  than 

Dr.  Lewin.  But,  ideologically,  it  is  wrong  to  mandate  that  cov- 
erage. I  think  the  mental  health  and  substance  abuse,  to  some  ex- 
tent, we  have  to  share  some  of  those  costs. 

Chairman  LaFalce.  I  agree  with  you  fully.  I  just  wanted  to  un- 
derstand the  nature  of  it.  It  is  approximately  300  per  year,  so  it 
is  not 

Dr.  Lewin.  Not  a  massive  number. 

Chairman  LaFalce.  Fine.  Regardless  of  the  expense  of  it,  it  is 
still  not  a  massive  number. 
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I  was  very  interested  in  health  statistics  you  cited.  Would  you  re- 
peat that?  It  sounded  phenomenal  to  me.  It  is  not  just  the  idea  of 
achieving  universal  coverage  as  an  abstract  notion;  we  are  also  con- 
cerned about  actually  giving  people  better  health.  So,  explain  that 
to  me  again. 

Dr.  Lewin.  Hawaii  has  the  greatest  longevity — this  is  for  1993 — 
lowest  infant  mortality  and  lowest  overall  and  best  overall  survival 
from  heart  disease,  global  cancer,  emphysema,  and  lung  disease,  if 
you  go  down  the  list,  in  almost  every  category.  There  are  some 
where  Hawaii  has  weak  spots. 

Chairman  LaFalce.  This  is  just  not  Hawaii's  Asiatic  population, 
this  is  the  Caucasian  population? 

Dr.  Lewin.  That  is  right.  The  one  population  in  need  of  help  are 
the  Hawaiians  and  part-Hawaiians  and  Pacific  islanders.  They  are 
absolutely  much  lower  than  the  rest  and  really  need  our  serious  at- 
tention. In  that  area,  the  issue,  even  though  most  of  these  people 
have  health  coverage,  the  issue  relates  to  a  need  to  reach  out  with 
cultural  competence  to  bring  people  in  for  preventive  care  that  is 
not  culturally  part  of  the  way  they  would  orient  themselves  toward 
health  care. 

I  think  that  we  are  having  to  work  on  new  techniques.  This  is 
true  with  our  immigrant  populations  from  Asia,  to  bring  them  into 
prevention. 

Chairman  LaFalce.  Ms.  Rasmussen,  how  long  have  you  been  a 
member  of  NFIB? 

Ms.  Rasmussen.  I  think  about  8  years. 

Chairman  LaFalce.  At  one  time,  you  were  president  of  the  local 
Chamber  of  Commerce,  were  you  not? 

Ms.  Rasmussen.  Yes,  I  was. 

Chairman  LaFalce.  I  don't  know  how  accurate  an  article  it  was, 
but  about  2  years  ago,  in  1992,  the  Washington  Post  quotes  you, 
Teena  Rasmussen,  former  president  of  the  Maui  Chamber  of  Com- 
merce, as  supporting  the  insurance  payment — referring  to  the  em- 
ployer mandate — and  also  as  supporting  tax  financed  publications 
for  the  military. 

The  article  quotes  you  as  saying,  "the  beauty  of  the  system  here 
is  that  everyone  has  to  do  it.  The  competition  down  the  road  has 
to  do  it.  It  is  an  equal  playing  field.  If  one  of  my  guys  gets  sick, 
he  gets  good,  fast  treatment,  he  gets  back  to  work  in  2  weeks,  and 
he  doesn't  have  money  problems,  and  doesn't  have  to  get  a  second 
job." 

Ms.  Rasmussen.  I  missed  the  part  about  the  military  there.  I 
didn't  know  what  that  was  talking  about. 

Chairman  LaFalce.  Thev  quote  you  as  saying  that  you  support 
tax  financed  publications  tor  the  military,  use  tax  to  finance  the 
military. 

Ms.  Rasmussen.  OK 

When  the  Washington  Post  interviewed  us,  as  in  all  things, 
things  get  a  little  confused  by  the  time  they  hit  the  paper.  But  our 
basic  contention  was  that  we  liked  providing  health  care  for  em- 
ployees. That  was  our  basic  contention. 

Chairman  LaFalce.  OK 

Ms.  Rasmussen.  I  still  have  the  same  concerns  that  I  said  in  my 
testimony,  but  we  were  getting  to  the  point  where,  yes,  it  is  good 
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to  have  it  because  our  employees  don't  have  to  worry  about  being 
taken  care  of.  They  don't  have  to  wait  until  they  are  so  sick  that 
they  have  to  go  to  the  emergency  room  and  then  they  are  very, 
very  ill.  So,  that  was  my  basic  contention  there. 

Chairman  LaFalce.  In  your  testimony,  you  said  that  4  of  10  em- 
ployers had  to  reduce  their  number  of  employees.  Four  of  10. 

Is  there  any  proven  nexus  between  the  employer  mandates  and 
the  reduction  in  employees  by  40  percent  of  the  firms?  Could  it 
have  been  due  to  other  factors?  Is  there  any  disproportionate  re- 
duction between  small  businesses  and  large  businesses?  Kodak  has 
had  to  reduce  its  number  of  employees;  IBM  has  had  to  reduce  its 
number  of  employees,  GM,  et  cetera.  I  am  just  wondering. 

Ms.  Rasmussen.  That  was  from  the  Kaiser  Permanente  study. 

Chairman  LaFalce.  But  is  it  post  hoc  ergo  propter  hoc  "after 
this,  therefore  because  of  this"? 

I  wonder  if  we  have  any  knowledge  of  a  causal  connection  or  is 
it  because  of — does  this  mean  that  6  out  of  10  were  increasing  their 
number  of  employees?  Isn't  that  usually  the  case  in  the  history  of 
the  world? 

Ms.  Rasmussen.  I  think  that  probably  when  they  were  interview- 
ing businesses,  I  am  assuming  they  are  interviewing  them  in  the 
context  of  what  their  health  care  costs  are.  But  that  is  an  assump- 
tion on  my  part.  I  don't  know  for  sure.  I  can  just  say  what  mv  busi- 
ness— what  I  have  stated  is  true,  that  the  costs  of  mandated  bene- 
fits. There  are  other  costs,  as  you  know. 

Chairman  LaFalce.  The  onlv  point  I  am  making  is  that  I  want 
to  be  sure  that  we  understand  the  source  of  this  data.  Obviously 
you  are  just  giving  some  statistics  that  somebody  took  from  the 
Kaiser  Foundation  report. 

Ms.  Rasmussen.  Yes. 

Chairman  LaFalce.  But  there  are  statistics  and  there  are  statis- 
tics, and  you  can  do  anything  with  them  that  you  want  to. 

For  example,  in  your  testimony,  you  say  that  55  percent  of  em- 
ployers restricted  wage  increases.  I  am  surprised  it  was  only  55 
percent,  I  would  assume  it  was  100  percent.  Virtually  every  com- 
pany seeks  to  restrict  wage  increases,  just  as  I  in  my  personal  of- 
fice and  as  chairman  of  the  committee  tend  to  restrict  wage  in- 
creases. So,  I  don't  know  what  that  means. 

What  does  it  mean,  that  55  percent  restricted  wage  increases? 

Ms.  Rasmussen.  Well,  I  think — I  was  just  handed  a  note  that  the 
Kaiser  study  was  specifically  in  reaction  to  health  care  costs.  So, 
they  were  asking  those  questions  in  that  context. 

I  believe  I  participated  in  that  Kaiser  study  when  they  sent  it 
out.  So,  I  think  they  were  asking  in  relation  to  health  care  costs, 
do  you  restrict  wages? 

The  answer  is,  imequivocally,  yes  for  me  and,  obviously,  55  per- 
cent of  the  people  because,  when  you  have  the  wage  part  of  the  pie 
and  you  have  so  much  to  give,  and  that  has  to  include  benefits  and 
insurance  and  so  on,  so  then  what  these  things  are  mandated. 

Chairman  LaFalce.  That  is  why  you  surprise  me  with  55  per- 
cent. I  thought  it  should  have  been  100  percent. 

Ms.  Rasmussen.  I  don't  know  where  the  other  45  percent  are. 
Maybe  they  have  great  businesses. 

Could  I  respond  to  one  other  thing? 
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Chairman  LaFalce.  I  think  that  is  a  gross  underestimate.  It 
should  be  much  higher. 

Ms.  Rasmussen.  One  other  thing  you  brought  up  in  the  Washing- 
ton Post  article,  about  the  competition  and  leveling  the  playing 
field,  that  article  was  printed  prior  to  much  of  this  world  trade 
being  opened  up,  our  markets  being  opened  up  to  foreign  competi- 
tion. So,  that  has  changed  significantly. 

Chairman  LaFalce.  Prior  to  NAFTA. 

Ms.  Rasmussen.  When  I  was  speaking,  I  was  speaking  about  my 
neighbor  or  down  the  road  as  my  competition,  now  I  have  the  world 
as  my  competition. 

Chairman  LaFalce.  A  lot  has  changed. 

Ms.  Rasmussen.  That  is  true,  a  lot  has  changed. 

Chairman  LaFalce.  Mrs.  Myers. 

Mrs.  Meyers.  Mrs.  Rasmussen,  Mr.  Nadel,  GAO  stated  that 
GAO  did  not  believe  the  Hawaiian  mandated  health  care  had  any 
widespread  or  major  impact  on  the  business  community. 

Just  generally,  as  a  member  of  that  community,  could  you  agree 
with  that  assessment? 

Ms.  Rasmussen.  I  can't  agree  with  that  now.  I  think  the  first  10 
years  that  we  had  this  mandate,  it  really  seemed  to  work  quite 
well  without  significant  hardship  to  businesses.  But  what  has  hap- 
pened is  that  the  costs  are  now  out  of  control,  and  when  you  have 
double-digit  increases  every  year  and  no  flexibility  on  wnere  you 
can  go  with  that  cost,  mind  you,  the  things  that  I  said  that  we  had 
to  do  to  combat  that,  that  is  the  concern.  This  has  really  happened 
over  the  course  of  about  the  last  5  years.  That  is  why  I  am  very 
concerned  about  where  that  will  take  business  in  the  future. 

Mrs.  Meyers.  I  have  several  questions,  but  because  there  are  a 
number  of  Members  here,  I  think  I  am  just  going  to  ask  the  one 
question  of  you  and  then  may  submit  some  to  you  in  writing  for 
the  record,  Ms.  Rasmussen. 

Ms.  Rasmussen.  Yes. 

[The  information  appears  in  the  appendix.] 

Mrs.  Meyers.  I  would  like  to  comment,  however,  that  I  do  think 
that  what  you  said  in  relation  to  the  chairman's  question  was  abso- 
lutely accurate,  that  our  mandating  of  benefits  now  is  much  more 
difficult  problem  than  it  was  even  5  years  ago. 

Ms.  Rasmussen.  Right. 

Mrs.  Meyers.  Because  of  the  fact  that  we  live  in  so  much  of  an 
international  trading  world  and  are  competing  with  countries  that 
have  no  mandated  benefits  whatsoever. 

Ms.  Rasmussen.  Yes. 

Mrs.  Meyers.  That  is  just  a  comment. 

I  would  like  to  ask 

,  Chairman  LaFalce.  If  you  would  yield,  assuming  those  countries 
do  not  have  a  universal  coverage  system.  That  is  my  understand- 
ing, that  most  of  those  countries. 

Thank  you. 

Mrs.  ^teYERS.  I  would  like  to  ask  Dr.  Lewin:  Dr.  Lewin,  what  is 
the  population  of  Hawaii,  1  or  2  million? 

Dr.  Lewin.  1.2  million. 

Mrs.  Meyers.  1.2  million.  Do  you  think  that  you  can  extrapolate 
from  Hawaii  to  the  United  States  in  terms  of  mandating  kind  of 
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a  one-size-fits-all  formula  on  the  entire  country?  I  can  see  where 
maybe,  even  if  we  were  doing  this  in  the  State  of  Kansas  which  I 
represent,  which  has  a  population  of  2.5  million,  that  maybe  you 
could  fit  one  health  plan  and  one  mandate  on  one  State.  But  when 
you  are  talking  about  States  as  diverse  as  New  Jersey  and  Kansas, 
can  you  extrapolate  from  a  State  of  1  million  as  to  how  this  might 
impact  employment  and  small  businesses  in  the  entire  United 
States? 

Dr.  Lewin.  Well,  I  think  that  I  would  like  to  start  off  by  saying 
it  was  Richard  Nixon's  plan  that  Hawaii  implemented,  and  I  think 
that  he  intended  it  for  the  Nation. 

I  think  that  if  the  Nation  agreed  upon  a  standard  benefit  pack- 
age that  was  not  too  big  but  not  too  small,  that  really  dealt  with 
keeping  people  out  of  hospitals  and  reducing  cost  shifting  and  so 
forth,  fair,  and  applied  it  equitably  to  all  businesses,  large  and 
small,  so  that  none  was  the  stepchild  in  the  program  and  that  that 
system  was  then  therefore  attached  to  community  rating  and  man- 
datory participation  so  even  the  young  and  healthy  had  to  come  in, 
then  the  conditions  that  happened  in  Hawaii  would  happen  else- 
where. That  has  happened  with  the  CALPER  system,  a  microisland 
in  the  middle  of  California  with  a  million  lives  that  does  basically 
the  same  thing  with  about  the  same  results. 

Rochester,  New  York  does  something  similar  with  about  the 
same  results. 

I  think  we  could  apply  that  across  the  board  and  make  it  work. 
I  think  the  beauty  of  it  is  the  simplicity,  number  one;  and  two,  the 
fact  that  we  will  keep  most  of  the  money  in  the  private  sector  and 
allow  the  private  health  care  system  to  flourish  as  well  rather 
than,  you  might  say,  Medicaidize  or  Medicareize  the  entire  system 
as  other  nations  have  done. 

That  is  the  chief  advantage.  I  believe  when  we  look  back  to  1974 
and  assume  that  Hawaii  was  real  different  back  then,  which  of 
course  it  was  as  was  California  and  everybody  else,  health  care 
costs  were  a  little  lower  in  every  State. 

One  thing  I  want  to  point  out,  when  people  ask  this,  is  that  the 
businesses  that  came  to  Hawaii  in  1992  were  coming  with  today's 
economic  conditions  from  America  to  Hawaii  and  more  than  a  thou- 
sand came,  different  corporate  entities,  into  Hawaii  in  1992  and 
1993  and  they  didn't  insure  before,  but  they  have  to  now.  They  had 
to  compete  in  Hawaii  by  insuring. 

In  regard  to  how  that  might  work,  I  would  refer  you  to  chart  10 
as  you  look  here,  where  Cognetics,  for  Dunn  &  Bradstreet  did  the 
entrepreneurial  surveyor  for  1993  for  businesses  of  less  than  five 
employees.  They  did  better  in  Hawaii  in  1993  than  in  any  other 
State  as  far  as  survival  of  the  very  smallest. 

Chairman  LaFalce.  What  page  is  that? 

Dr.  Lewin.  It  is  chart  10.  It  was  published  from  the  Wall  Street 
Journal  but  it  is  extrapolated  from  that.  It  is  chart  10  in  the  back 
of  my  report.  It  shows  where  Hawaii  ranked.  It  was  a  quote  from 
Dunn  &  Bradstreet  called  "Entrepreneurial  Hot  Spots  in  America." 
It  deals  specifically  with  the  smallest  businesses. 

Again,  our  businesses  are  having  this  same  stress  and  terrific 
duress  that  small  businesses  are  everywhere  in  this  country,  so 
while  I  am  not  saying  this  is  easy  in  Hawaii,  I  am  saying  it  is 
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tough.  It  is  just  that  it  is  tough  everywhere,  even  though  we  have 
health  coverage. 

I  think  that  Ms.  Rasmussen's  comments  were  really  to  the  point 
a  few  minutes  ago.  The  first  years  worked  well  and  then  it  started 
getting  tough.  If  we  could  have  had  the  flexibility  to  keep  the  cost 
blend  the  way  it  was  when  the  law  was  passed,  she  would  have  a 
fair  deal  right  now,  and  we  would  like  to  propose  that  we  get  back 
to  a  50/50  split  with  the  employer  and  employee.  That  would  put 
a  business  like  Ms.  Rasmussen's  business  back  in  a  fair  share  and 
then  wages  could  go  up  and  things  could  happen  and  employees 
would  participate. 

But  because  our  law  is  frozen  under  ERISA,  we  have  no  flexibil- 
ity to  change  the  cost  blend  to  what  it  really  was  when  we  ham- 
mered it  out  in  1974.  It  has  now  become — what  was  a  50/50  split 
is  now  a  99  plus  percent  of  the  premiums  being  paid  by  the  small 
business  person  rather  than  the  employee. 

That  is  not  fair.  That  is  where  we  have  gone  awry.  If  we  extrapo- 
late on  a  50/50  basis,  Congresswoman,  we  would,  I  think,  be  able 
to  do  this  in  Kansas. 

Mrs.  Meyers.  Dr.  Lewin,  thank  you  very  much  for  making  the 
long  trip,  and  the  same  to  you,  Mrs.  Rasmussen.  I  do  have  some 
other  questions,  also,  for  Dr.  Lewin  but  will  forgo  them  at  this  time 
and  submit  them  in  writing. 

Dr.  Lewin.  Surely. 

[The  information  appears  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Poshard. 

Mr.  Poshard.  Thank  you,  Mr.  Chairman. 

Ms.  Rasmussen,  have  you  looked  at  the  President's  proposal  and 
taken  a  pen  and  figured  out  what  that  proposal  would  cost  your 
business 


Ms.  Rasmussen.  Well,  I 

Mr.  Poshard  [continuing],  as  opposed  to  what  you  are  paying 
right  now? 

Ms.  Rasmussen.  That  I  have  not  done.  I  know  what  I  pay  now. 
We  pay — about  7.5  percent  of  our  payroll  tax  goes  to  health  care 
coverage,  but  I  have  not  extrapolated  that  because  it  appeared  that 
the  Clinton  plan  was  doomed  to  much  change. 

Mr.  Poshard.  Well,  it  is,  and  I  think  we  all  know  that.  I  have 
had  15  or  20  meetings  around  my  265-mile  long  district  already. 
In  the  great  majority  of  cases,  the  small  business  people  who  come 
to  these  meetings  bring  their  figures  on  their  business  with  respect 
to  payroll,  number  of  employees,  average  wage,  et  cetera,  so  that 
we  can  sit  down  and  put  the  formula  to  what  the  President  has 
proposed. 

Almost  all  of  them  have  come  out  paying  less  than  what  they  pay 
for  their  current  coverage  because  of  the  cap,  7.9  percent  cap  on 
payroll  or  because  of  the  formulation  application  with  respect  to 
the  number  of  employees  and  average  wage  and  so  on.  So,  you 
might  want  to  take  a  look  at  that. 

I  understand  fully  why  the  40  some  percent  of  the  folks  who  do 
not  insure  feel  very  strongly  about  the  employer  mandates,  but  I 
think  if  the  people,  if  the  small  business  community  actually  sat 
down  and  took  a  look  at  what  is  being  proposed  with  respect  to  the 
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President's  plan,  many  of  them  may  find  out  they  are  going  to  pay 
a  lot  less. 

I  am  caught  up,  as  all  Members  of  Congress  are,  in  trjang  to  fig- 
ure out  what  to  do  about  this  situation  because  the  President  him- 
self has  rejected  any  single-payer  national  system.  He  may  be  right 
or  wrong  with  respect  to  that.  I  don't  know. 

But  what  do  we  do?  I  serve  a  rural  area  and  I  have  small  hos- 
pitals all  over  my  district  just  hanging  on.  They  are  the  centers  of 
medical  care  delivery  in  our  system. 

Seventy-five  to  80  percent  of  their  patient  load  are  Medicare  and 
Medicaid  patients.  They  are  getting  paid  on  a  pro  rata  basis  be- 
cause of  our  lack  of  resources  out  here,  probably  80  cents  on  the 
dollar  for  a  Medicare  patient  and  60  cents  on  the  dollar  from  the 
State  for  a  Medicaid  patient.  So,  they  do  what  everybody  does,  they 
cost  shift  over  to  the  private  insurance  people. 

Those  cost  shiftings  cost  all  of  us  that  carry  private  insurance  a 
ton.  We  all  know  that. 

So  what  is  really  happening  where  I  live  and  I  think  across  the 
country  is  that  private  pay  is  carrying  the  system  because,  cer- 
tainly. Medicare  and  Medicaid  are  not.  That  leads  me  to  struggle 
with  this  idea  of  how  is  it  that  60  percent  of  the  employers,  small 
business  people,  can  carry  insurance  and  carry  the  load  basically 
for  the  other  40  some  percent  that  do  not  choose  to  insure  their  em- 
ployees? 

I  think  the  President  has  a  real  point  when  he  says  it  is  not  fair 
for  merchant  X  on  this  comer  of  the  street  who  has  four  people  and 
insuring  them  and  helping  to  share  the  cost  of  that  hospital,  that 
nursing  home,  that  ambulance  service  and  so  on  in  the  community; 
and  merchant  Y  across  the  street  with  four  or  five  employees  who 
is  paying  nothing  and,  in  essence,  one  merchant  is  carrying  the 
cost  for  the  other. 

So  how  do  we  balance  that  out? 

I  think  what  the  President  is  proposing  is  that  everybody  carry 
a  share.  If  everybody  carries  a  share,  it  will  be  somewhat  less  for 
those  who  currently  carry  it  all,  to  achieve  some  balance  in  the  sys- 
tem if  in  fact,  his  plan  survives  at  all. 

But  I  would  want  you  to  take  a  look  at  that  because  I  have  been 
surprised,  frankly,  at  the  number  of  employers  who  have  come  to 
me  who  have  actually  sat  down  and  figured  it  out  on  the  basis  of 
what  Clintons  proposal  has.  They  tell  me  they  are  going  to  save 
quite  a  bit  of  money  under  his  proposal.  You  might  want  to  take 
a  look  at  it. 

Ms.  Rasmussen.  There  are  just  two  things  I  would  like  to  say. 
I  know  that  Clinton's  plan  does  offer  some  sort  of  subsidy  for  small 
businesses  that  can't  afford  it,  but  I  really  don't  think  small  busi- 
nesses are  looking  for  a  subsidy.  I  don't  think  they  want  it.  When 
you  are  talking  subsidy,  that  just  generally  means  that  general 
taxes  are  going  to  pay  for  it.  We  know  we  are  all  paying  taxes  to 
the  general  fund  and  so  forth. 

Mr.  POSHARD.  Yes,  you  can  call  it  a  subsidy,  but  I  think  it  is  a 
tax  break.  In  effect,  what  the  President  is  trying  to  do,  I  think,  is 
get  everybody  involved  to  bring  down  the  cost  for  those  who  are 
currently  paying  through  the  nose.  It  is  a  more  even  playing  field. 
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If  we  don't  go  single-payer,  then  employer  mandate  is  the  only 
other  way  that  we  can  achieve  universal  access,  which  I  have  not 
heard  anybody  out  here  say  we  shouldn't  achieve. 

Chairman  LaFalce.  Universal  coverage. 

Mr.  PosHARD.  Yes,  universal  coverage.  But  I  don't  know  what 
else  to  do.  If  somebody  can  show  me  another  way  to  do  that  so  it 
doesn't  impact  people  who  don't  help  their  employees,  I  want  to 
find  that.  I  want  to  listen  to  that. 

Ms.  Rasmussen.  I  think  that  the  cost  containment  for  me  is  the 
absolute  number  one  thing  that  has  to  be  addressed.  From  that 
point,  just  as  he  was  saying,  if  cost  containment  were  in  effect, 
then  you  would  have  many,  many  more  employers  that  would  jump 
in  because  it  is  not  an  economic  disadvantage  to  cover  your  employ- 
ees. 

Chairman  LaFalce.  Would  you  yield  a  second? 

Mr.  PosHARD.  Oh,  yes. 

Chairman  LaFalce.  Speaking  of  cost  containment,  on  average  in 
the  United  States  outside  of  Hawaii,  small  businesses  are  paying 
30  percent  more  on  average  than  other  businesses.  Whereas  there 
is  virtually  no  distinction  between  small  businesses  and  large  busi- 
nesses in  Hawaii.  So,  in  a  sense,  that  is  cost  containment. 

Dr.  Lewin  and  GAO  would  say  that  cost  containment  has  been 
brought  about  because  of  the  employer  mandate  and  community 
rating. 

Second,  in  terms  of  health  care  expenditures  as  a  percentage  of 
GDP,  the  national  figure  was  about  14.5  percent  last  year — where- 
as Dr.  Lewin  said  in  Hawaii  it  is  9  percent  of  GNP  right  now.  So, 
obviously  you  have  had  some  cost  containment. 

Let  me  follow  up  with  Dr.  Lewin  on  that  point.  That  is  the  level 
of  expenditures  right  now,  9  percent  of  GDP  in  Hawaii  as  opposed 
to  a  national  figure  of  14  or  14.5  percent  of  GDP. 

What  were  the  relative  rates  nationally  in  Hawaii  as  a  percent- 
age of  GDP  in  1971?  Do  you  know? 

Dr.  Lewin.  It  is  hard  to  estimate.  We  didn't  collect  a  lot  of  good 
data  anywhere.  We  still  don't  have  State-to-State  comparison.  I  can 
tell  you  that  if— the  Bank  of  Hawaii,  which  is  one  of  our  biggest 
employers  and  has  major  subsidiaries  in  New  York,  San  Francisco, 
and  in  Phoenix  as  well  as  Honolulu,  purchases  the  identical  benefit 
package  for  its  employees  with  all  the  same  copays,  et  cetera,  that 
our  plan  requires  in  those  other  subsidiaries. 

In  the  other  places,  it  costs  $300  a  month  for  family  coverage  in 
Honolulu;  it  costs  $900  a  month  for  the  same  coverage  in  New 
York.  It  costs  $600  in  Phoenix  and  San  Francisco. 

Chairman  LaFalce.  Let  the  record  indicate  when  he  says  New 
York,  he  is  referring  to  New  York  City. 

Dr.  Lewin.  New  York  City,  yes. 

The  point  is,  in  all  those  places,  we  talk  about  Hawaii  saying  we 
have  the  same  10  percent  increase  that  those  people  have,  see?  It 
is  not  helping. 

But  the  point  is,  the  10  percent  in  Hawaii  is  $30  a  month.  It  is 
$90  a  month  in  New  York  City  and  $60  a  month  in  San  Francisco. 
So,  we  are  not  even  catching  up  to  those  other  places.  But  the  pres- 
sure is  still  bad  for  Ms.  Rasmussen  because  of  the  other  cost  fac- 
tors of  living  in  Hawaii  and  in  paradise;  it  is  very,  very  expensive. 
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So  the  point  is,  for  us,  if  we  were  suddenly  moving  to  New  York 
City  with  our  system,  we  might  say  we  have  years  to  cruise.  Not 
so.  We  must  also  attend  to  keeping  health  care  costs  at  or  about 
where  wages  and  inflation  have  to  be. 

Chairman  LaFalce.  I  think  the  time  of  the  gentleman  has  ex- 
pired. 

Mr.  PoSHARD.  Mr.  Chairman,  may  I  just  finish  my  pomt  just  real 

quickly? 

Chairman  LaFalce.  Go  ahead,  go  ahead. 

Mr.  PoSHARD.  I  think  part  of  what  you  are  saying  is  very  well 
taken  and  I  just  want  to  say  this: 

I  would  hope  what  the  small  business  community  would  start  de- 
bating is  not  the  mandated  coverage  as  much  as  the  cost  of  con- 
tainment. I  don't  agree  with  everything  in  the  basket  of  services 
that  the  President  is  advocating.  I  think  what  we  ought  to  be  de- 
bating, is  just  how  much  can  we  adequately  afford  to  insure  or  as- 
sure people  who  they  will  get. 

A  better  breakdown  between  the  employer  and  employee — the  80/ 
20  I  think  is  excessive  on  the  employer  part.  We  can  do  better  than 
that.  If  we  can  cut  down  on  all  the  services  that  are  proposed  and 
hold  that  on-line  and  get  a  better  breakdown  between  employer 
and  employee,  the  80/20  of  the  average  plant,  then  I  think  we  can 
work  something  out  here.  But  just  to  arbitrarily  say  we  are  not 
going  to  consider  this  for  any  reason,  I  would  hope  the  small  busi- 
ness community  doesn't  take  that  as  an  attitude. 

Ms.  Rasmussen.  I  don't  think  it  is  arbitrary,  I  think  that  small 
business — I  think — do  not  see  insuring  their  employees'  health  care 
as  a  disadvantage  in  the  marketplace.  It  is  actually  a  big  advan- 
tage if  you  can  afford  to  do  it.  Merchant  X  can  afford  it,  merchant 
Y  can't,  but  merchant  X  may  have  people  who  last  longer  in  their 
employment,  have  more  loyalty,  longevity,  that  sort  of  thing,  and 
that  is  in  reference  to  my  article  with  the  Washington  Post,  that 
providing  it  for  employees  is  the  best  thing  that  you  can  do  if  you 
can  afford  it.  The  trend  in  Hawaii  is  that  we  are  going  toward 
unaffordability  really  fast  and  that  is  my  point. 

Chairman  LaFalce.  But  not  as  fast  as  the  rest  of  the  country  is 
going  toward  unaffordability. 

Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

I  sympathize.  I  am  a  small  business  owner,  and  I  own  three 
small  businesses  run  by  my  son.  We  also  call  New  Hampshire  par- 
adise. So,  I  think  the  similarities  are  there.  But  the  problem  that 
I  see  is  that  we  have  54  employees,  we  want  to  be  competitive  with 
everybody  else  out  there  to  get  the  best  employee  around,  we  want 
to  give  the  best  benefits.  So,  you  start  out  trying  to  do  Plan  J  from 
Blue  Cross/Blue  Shield  and  you  end  up,  because  the  costs  are  going 
up,  getting  less  and  less  and  less.  It  is  not  a  matter  of  choice,  it 
is  not  being  arbitrary,  with  due  respect  to  my  colleague,  it  is  a  mat- 
ter of  survival. 

That  is  the  issue.  We  had  family  leave,  that  was  last  year.  This 
year  it  is  health  care.  Next  year  it  will  be  something  else.  Pretty 
soon  we  are  going  to  bite  the  hand  that  feeds  us  and  there  will  be 
no  jobs.  Eighty  percent  of  the  businesses  created  are  created  by 
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small  business.  We  cannot  do  that  by  throwing  on  one  mandate  or 
tax  after  another,  and  this  is  a  tax. 

Question.  The  question  is:  How  much  do  you  pay  per  employee 
per  month? 

Ms.  Rasmussen.  ok,  my 

Mr.  Zeliff.  This  year. 

Ms.  Rasmussen.  My  single  employees  cost  me— just  no  depend- 
ents or  anything,  cost  me  $129. 

Mr.  Zeliff.  $129  for  a  single. 

Ms.  Rasmussen.  Family  coverage  covers  three  or  more  in  a  fam- 
ily and  that  is  $369. 

Mr.  Zeliff.  $369.  That  is  this  year.  I  am  just  trymg  to  get  a 
scale  of  how  much  it  has  increased,  so  roughly  how  much  was  it 
if  you  just  looked  at  the  last  5  years?  Is  it  a  10  percent  per  year 
increase? 

Ms.  Rasmussen.  Yes. 

Mr.  Zeliff.  Is  that  the  problem? 

Ms.  Rasmussen.  Ten  percent  per  year. 

Mr.  Zeliff.  So  there  is  no 

Ms.  Rasmussen.  It  only  used  to  rise  maybe  3  or  4  percent  maybe 
10  years  back,  about  the  same  rate  as  inflation  or  cost  of  living  or 
something. 

Mr.  Zeliff.  Started  out  a  lot  better  then? 

Ms.  Rasmussen.  Yes. 

Mr.  Zeliff.  Not  so  good  now. 

Ms.  Rasmussen.  Which  I  blame  partially  on  our  State  adding 
more  mandates.  I  don't  think  that  was  the  sole  reason,  obviously. 
There  are  many  other  things — ^Medicaid,  cost  shifting— but  it  has 

Mr.  Zeliff.  So  the  problem  really  is  when  Government  gets  in 
your  pocket,  they  can't  seem  to  let  you  up,  right?  It  just  seems  to 
keep  getting  deeper  and  deeper? 

Ms.  Rasmussen.  Right. 

Mr.  Zeliff.  I  think  that  is  the  concern  that  we  all  have  as  small 
business  people.  What  you  start  out  with  and  what  you  see  today 
may  not  be  what  you  see  tomorrow. 

Dr.  Lewin,  I  appreciate  your  honesty.  You  said  it  has  been  bad 
for  the  State,  it  cost  businesses  in  the  State— cost  small  businesses 
across  the  State  a  lot  of  money.  I  think  you  said  that. 

Chairman  LaFalce.  That  the  system  has  been  bad  for  the  State? 

Dr.  Lewin.  I  have  to  say  it  is  overall  good  for  the  State  because 
we  have  the  best  health  in  the  Nation,  and  we  have  the  lowest  cost 
to  get  there.  I  think  that  that  is  a  fairly  valuable  thing  to  strive 
for. 

Mr.  Zeliff.  It  has  cost  businesses;  it  has  cost  us. 

Dr.  Lewin.  Yes,  it  is  cost  something.  It  is  expensive,  health  care 
is.  It  is  just  cheaper  in  Hawaii  than  it  is  in  the  rest  of  the  country 
with  better  results. 

Mr.  Zeliff.  By  roughly  35  percent? 

Dr.  Lewin.  Yes. 

Mr.  Zeliff.  Let  me  ask  you  this,  is  your  35  percent  lower  cost 
due  to  mandating  business,  the  cost  of  business,  or  is  it  due  to  the 
fme  things  you  have  done  like  preventive  care  versus  acute  care 
and  all  the  leadership  things  you  have  done? 
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Dr.  Lewin.  Actually,  those  leadership  things  came  out  of  the  pri- 
vate sector  directly.  When  insurance  companies  in  Hawaii  were  in- 
structed that  they  couldn't  reject  anybody  because  of  medical  condi- 
tions, that  they  basically  had  to  go  open  enrollment  and  community 
rating  for  the  entire  work  force.  The  dependents  of  workers  were 
de  facto  included,  bringing  a  lot  of  bad  risk  with  them. 

The  rest  of  the  country,  and  the  usual  insurance  practice,  was  to 
cherry  pick  out  the  good  people  and  get  rid  of  the  bad  ones.  In  Ha- 
waii, they  were  forced  to  take  all  the  bad  things.  Aetna,  Signa,  Pru- 
dential, they  contracted  their  business  and  by  and  large  left  the 
health  insurance  arena  in  Hawaii;  60  percent  of  the  marketplace 
before  the  Prepaid  Health  Care  Act  were  commercial  insurers,  after 
the  act  that  gradually  shrunk  to  less  than  20  percent. 

What  happened  is  that  those  insurance  companies  learned  how 
to  manage  chronic  disease  because  they  couldn't  reject  it.  They 
have  gotten  better  and  more  efficient  at  cost  containment  as  a  re- 
sult. 

Mr.  Zeliff.  So  community-based  rating  is  the  way  to  go? 

Dr.  Lewen.  It  is,  particularly  if  you  have  to  get  everybody  in 
there,  so  the  healthy  get  in  and  contribute  with  the  sick  so  you 
don't  sequester  the  sick  into  their  own  group. 

Mr.  Zeliff.  The  young  people  22  years  of  age  don't  have  a  prob- 
lem with  that  in  terms  of  fairness? 

Dr.  Lewin.  The  young  people  take  it  as  part  of  the  environment 
in  Hawaii.  Every  business.  Burger  King  is  paying  it. 

Mr.  Zeliff.  The  attitude  is  business  is  paying  for  it,  why  should 
they  care? 

Dr.  Lewin.  Employees  share  too.  They  pay  something.  If  they 
work  for  the  State,  they  pay  40  percent  of  it.  The  State  makes  peo- 
ple pay  40  percent  of  the  premium.  Ms.  Rasmussen  pointed  out  the 
State  exempted  itself,  it  shouldn't  have.  But  it  has  been  playing 
fairly  with  its  employers  because  it  requires  the  entire  standard 
benefit  package  and  makes  the  employee  pay  40  percent  whether 
family  or  individual  coverage. 

If  the  small  businesses  were  paying  about  that  same  percentage, 
then  I  think  Ms.  Rasmussen  would  not  feel  anywhere  near  the 
stress  she  is  by  picking  up  all  that  burden,  and  the  employees'  rate 
is  shrinking  because  it  is  a  fixed  amount  in  the  ERISA  exemption 
we  got  from  Congress. 

Mr.  Zeliff.  You  have  a  State  the  size  of  ours.  I  guess  on  the  one 
side,  you  have  done  an  awful  lot  other  than  mandating  the  cost  to 
be  paid  by  business  to  bring  the  costs  down.  I  would  think  a  lot 
of  things  that  have  been  done  to  bring  that  cost  down  35  percent 
having  nothing  to  do  with  the  mandating  piece. 

I  heard  you  say  that  you  are  concerned  about,  I  assume,  the 
Clinton  plan  relative  to  alliances,  Government  regulation,  caps, 
global  budgeting,  all  those  things.  Were  those  concerns  relative  to 
the  Clinton  proposal? 

Dr.  Lewin.  I  think  the  Clinton  plan  has  a  lot  to  support  in  it. 
I  have  been  very  supportive  of  it  because  the  employer  mandate, 
the  community  rating,  the  basic  tenets  of  the  plan  are  really  posi- 
tive. 

Mr.  Zeliff.  You  support  the  alliances  and  the 
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Dr.  LEWm.  The  alliances  part  of  it  would  not  make  sense  for  us. 
We  would  d|o  a  broker  alliance  and  we  are  proposing  one,  it  is  not 
a  fiscal  intei'mediary,  it  is  simply  a  big  risk  purchasing  pool  for  the 
small  businlesses,  the  self-employed  and  public  employees  all  to- 
gether. Wfe  think  that  that  will  contain  costs  and  get 
businesses-j 

Chairmaifi  LaFalce.  Could  you  flesh  that  out  a  little  more? 

Dr.  LewiN.  Sure. 

We  have  a  law  moving  through  our  legislature  now  and  hopefully 
it  will  continue  to  move,  it  would  create  one  huge  purchasing  pool 
as  a  broker  that  would  have  as  its  membership  all  the  businesses 
that  don't  choose  to  self-insure  either  singly  or  in  groups. 

The  public  employees  and  self-employed  probably  have  about 
two-thirds  or  three-fourths  of  the  State  population  in  it. 

That  broker  would  simply  negotiate  each  year  with  all  of  the 
plans  in  the  State,  not  restricting  the  number  of  plans,  and  would 
give  to  the  employees  of  its  members  the  choice  of  any  of  those 
plans  to  increase  competition,  but  by  virtue  of  its  negotiating  power 
and  size,  hopefully  keep  the  rates  down  to  where  wages  and 
consumer  prices  are. 

In  other  words,  we  would  put  consumers  and  businesses  in  the 
role  of  keeping  costs  down. 

We  would  not  add  the  fiscal  intermediary  parts  and  all  the  other 
rate-setting  parts  built  into  the  alliances  proposed — even  to  some 
extent  the  Cooper  alliance — look  onerous  because  it  has  this  Fed- 
eral oversight  which  may  start  setting  rates  of  premiums. 

Mr.  Zeliff.  Right. 

Dr.  Lewin.  Frankly,  in  the  Chafee  plan,  we  see  the  precursors. 

Mr.  Zeliff.  All  three  are  pretty  much  the  same. 

Dr.  Lewin.  We  feel  in  Hawaii  we  can  show  a  way  to  do  this  that 
will  be  more  of  a  consumer-driven  marketplace  and  work  better. 

Mr.  Zeliff.  Just  a  quick  question:  Can  you  do  that  without  man- 
dates? 

Dr.  Lewin.  We  think  you  have  got  to  have  all  the  employers 
playing  fairly.  We  don't  think  anybody  can  cheat.  We  think  all  the 
employees  and  the  employers  have  to  chip  in  and  do  their  fair 
share  to  keep  the  private  sector  at  least  covering  50  percent  of  the 
American  health  care. 

Mr.  Zeliff.  One  last  question.  It  is  hard  to  accept  the  fact  that 
the  little  guys,  the  small  businesses,  that  were  not  able  before  the 
law  was  passed  in  Hawaii  to  provide  insurance,  that  you  say  had 
no  effect  on  unemployment,  people  going  out  of  business. 

It  seems  to  me  that  those  are  the  people  who  are  least  able.  They 
are  the  ones  that  pay  the  highest  interest  rate  at  the  bank.  They 
are  the  ones  with  no  discounts  in  quantity  buying  because  they  are 
the  smallest,  they  are  the  ones  most  affected,  and  they  are  the  ones 
it  seems  to  me  that  will  be  forced  out  of  business.  That  is  what  I 
worry  about  a  lot.  Maybe  each  of  you  could  comment  on  that. 

Dr.  Lewin.  I  think  we  have  no  direct  information  about  anything 
that  occurred.  Our  economy,  if  you  look  at  our  banks  and  our  fore- 
casters back  from  1973  to  1975,  they  couldn't  see  that  dislocation 
really  happening.  They  did  see  the  cost  of  a  hamburger  go  up,  the 
cost  of  dry  cleaning  a  shirt  go  up  a  nickel  or  dime,  and  they  saw 
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that  that  was  absorbed  and  the  population  still  bought  hamburgers 
and  dry  cleaned  their  shirts.  We  don't  know  where  the 

Chairman  LaFalce.  No  matter  where  they  went  to  buy  the  ham- 
burger, all  the  sellers  were  in  the  same  boat. 

Mr.  Zeliff.  How  about  the  former  president  of  the  Chamber  of 
Commerce.  What  is  your  comment? 

Ms.  Rasmussen.  I  think  something  to  take  into  account,  which 
no  one  has  mentioned  today,  is  that  Hawaii  from  the  1970's  to 
1990's  enjoyed  a  huge  growth  period.  We  enjoyed  growth  in  the 
business  sector,  in  our  tourism,  and  in  our  population.  In  any 
growth  period,  in  any  State,  you  are  going  to  have  businesses  doing 
well  and  I  think  that  what  is  happening  now,  and  he  made  ref- 
erence to  it  in  his  testimony,  is  that  during  this  recessionary  time 
when  our  tourism  is  sliding  backward,  our  population  is  not  grow- 
ing nearly  like  it  was.  Now  the  pressures  are  coming  to  bear  on  the 
businesses  that  are  there  and  we  have  seen  this  in  just  the  last  5 
years. 

I  think  the  whole  thing  worked  because  we  were  in  this  huge 
growth  phase.  That  is  why  you  saw  small  business  didn't  go  out  be- 
cause all  this  new  business  was  coming  in  and  things  were  prosper- 
ing. 

Mr.  Zeliff.  Thank  you  very  much,  both  of  you. 

Chairman  LaFalce.  Mr.  Knollenberg. 

I  have  been  pretty  liberal  with  the  time,  but  I  have  a  2  o'clock 
appointment  that  is  waiting. 

Mr.  Knollenberg.  You  are  going  to  ask  me  to  be  short? 

Chairman  LaFalce.  No,  but  we  will  keep  you  to  5  minutes. 

Mr.  Knollenberg.  Ms.  Rasmussen,  and  Dr.  Lewin,  thank  you 
both  for  being  here.  I  have  a  question  for  Dr.  Lewin.  You  men- 
tioned, don't  dismantle  the  system  that  you  have  now  in  Hawaii 
and  I  know  Mr.  Zeliff  asked  a  few  questions  about  what  plan  might 
fit  in  with  your  wants.  It  seems  to  me  you  are  not  excited  about 
any  one  of  them  now. 

Would  you,  if  you  had  the  chance — and  it  doesn't  require  much 
of  an  answer  but  a  yes  or  no — would  you  rather  keep  what  you  got 
or  adopt  one  that  is  on  the  floor  now? 

Dr.  Lewin.  We  are  going  to  work  with  you  and  watch  what 
comes  through  the  Congress.  At  the  present  time,  we  would  say, 
"Let's  take  the  Clinton  plan."  We  would  like  an  exemption  from  the 
employer  mandate  to  continue  the  one  we  have  and  work  with 
small  business  to  fix  some  of  the  things  in  it  that  don't  work,  be- 
cause we  think  that  if  we  get  together  with  our  small  businesses, 
that  we  will  in  fact,  come  up  with  something  better. 

Second,  we  would  like  flexibility  in  the  insurance  reform  because 
while  we  would  have — we  don't  want  medical  underwriting. 

Mr.  Knollenberg.  You  want  guaranteed  insurability. 

Dr.  Lewin.  We  want  to  give  businesses,  if  they  invest  in  the 
health  and  wellness,  we  would  give  them  a  lower  rate  for  that,  for 
their  employees. 

Mr.  Knollenberg.  Let  me  interrupt.  You  can  credit  Hawaii  to 
having  those  assets  or  advantages  or  conditions,  I  know  people  in 
Hawaii  don't  have  heart  attacks  from  shoveling  snow.  We  have 
some  problems  in  the  cold  States,  and  your  State — New  Hamp- 


136 

shire,  Bill — and  in  mine,  and  you  do  have,  you  said,  longer  life  ex- 
pectancy, less  morbidity. 

Dr.  Lewin.  Yes. 

Mr.  Knollenberg.  Better  climate,  people  recover  better.  Maybe 
one  of  the  reasons  you  enjoy  lower  costs  on  the  health  insurance 
side  is  the  fact  you  have  unique  qualities  about  your  environment. 
I  have  been  there  a  couple-three  times;  believe  me,  I  enjoyed  it 
every  time  I  have  been  there.  So,  perhaps  that  has  not  been 
factored  into  the  whole  process. 

I  am  just  suggesting  that.  That  may  be  a  reason  to  look  into  it. 

The  other  thing  I  wanted  to  come  back  to  is  this  1993  Kaiser 
Foundation  study  which  the  GAO  used  and  you  tended  to  put  that 
aside  as  being  something  less  than  accurate. 

Dr.  Lewin.  No. 

Mr.  Knollenberg.  But  you  do  deny  that  there  is  some  things 
you  would  find  fault  with  in  that  study.  I  just  have  it  here,  I  have 
to  believe  there  has  to  be  a  little  bit  of  credibility  in  some  of  this 
if  you  discount  half  of  it. 

Four  of  10  employers  had  to  reduce  the  number  of  employees;  1 
in  10  hired  part  time  instead  of  full  time;  55  restricted  wage  in- 
creases. I  can  see  that  happening. 

I  used  to  run  a  small  business,  too.  One  of  the  first  things  you 
think  about,  what  about  the  pension  plan,  health  benefits,  the  rent 
goes  up.  Thirty-three  percent  reduced  other  employee  benefits.  Six 
in  10  raised  prices  as  a  result  of  the  mandate. 

Ms.  Rasmussen  mentioned  she  can't  do  that  because  of  the  situa- 
tion she  is  in. 

Then  the  other  question  that  comes  to  mind  is:  How  many  firms 
didn't  start  a  business  with  a  full-time  employee  because  they 
knew  they  couldn't  afford  that,  couldn't  do  it.  Maybe  that  is  a  study 
you  don't  have  information  on. 

But  I  just  want  to  suggest,  I  am  wondering  if  there  isn't  some 
validity  in  sum  and  substance,  some  of  the  facts  that  are  related 
here,  and  tying  it  in  where  the  climate  and  environment  of  Hawaii 
that  maybe,  just  maybe,  it  would  be  easy  to  jump  into  this  and 
apply  that  size  that  fits  Hawaii  nicely  including  the  outer  island 
to  a  place  like  Michigan,  Vermont,  or  Oklahoma. 

I  wonder  if  there  isn't  some  credibility,  some  rationale  to  make 
a  little  study  of  that  before  we  jump  head  strong  into  some  kind 
of  national  health  care  system.  Your  comment. 

Dr.  Lewin.  Sir,  I  would  like  to  share  with  you  that  we  have  real- 
ly done  a  lot  of  work  in  terms  of  looking  at  several  myths  about 
Hawaii  that  we  believed  in  ourselves  until  we  looked.  One  is  the 
myth  of  weather.  In  fact,  weather  around  the  planet,  southern 
Florida 

Mr.  Knollenberg.  I  am  not  talking  weather,  I  am  talking  lon- 
gevity. 

Chairman  LaFalce.  I  want  the  record  to 

Dr.  Lewin.  We  don't  see  weather  as  an  issue.  We  have  the  Cen- 
ters for  Disease  Control  looking  at  life-styles  and  Hawaii  doesn't 
have  the  auspicious  life-styles  that  many  other  States  do.  We  have 
looked  at  genetics.  We  also  looked  at  a  mysterious  island  factor 
that  was  alleged  that  Puerto  Rico  hasn't  discovered. 
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We  basically  looked  at  all  those  and  used  the  CDC  standards  for 
all  States.  It  is  ironic  that  you  find  people  living  in  the  colder 
States  frankly  tend  to  be,  for  whatever  reason,  healthier  people. 

Chairman  LaFalce.  I  just  want  to  interrupt,  I  want  you  to  know 
the  last  time  I  was  in  Hawaii,  a  long  time  ago,  it  snowed. 

Dr.  Lewin.  On  Haleakala. 

Chairman  LaFalce.  January  1979. 

Dr.  Lewin.  Hawaii  does  have  other  factors  that  relate  to  that. 
But  we  have  looked  at  that  and  what  we  can  control  for  those  fac- 
tors and  share  with  you  comparisons  based  on  other  State  morbid- 
ity and  mortality  numbers  and,  for  example,  starting  off  with  a 
number  of  people  who  have  essential  hypertension,  who  are  obese, 
have  diabetes  and  proceed  through  the  process  like  I  did  with 
the 

Mr.  Knollenberg.  Do  you  have  data  you  could  provide? 

Dr.  Lewin.  We  do. 

Mr.  Knollenberg.  We  would  like  to  have  that. 

Dr.  Lewin.  We  have  a  number  of  different  Centers  for  Disease 
Control  State  comparisons. 

[The  information  appears  in  the  appendix.] 

Mr.  Knollenberg.  People  don't  recover  faster  because  of  a  pri- 
mary care  physician,  do  they? 

Dr.  Lewin.  Well,  actually  the  word  "primary  care"  works  this 
way:  It  basically  is  the  earlier  that  one  is  aiagnosed,  in  other 
words,  the  primary  care  physician  will  put  hypertension  under  con- 
trol before  it  becomes  a  stroke  or  deal  with  hypercholesteremia  be- 
fore it  is  a  heart  attack  or  work  with  nutrition  and  exercise  and 
deal  with  breast  cancer  while  it  is  still  a  lumpectomy  and  do  pre- 
natal care  rather  than  neonatal  intensive  care,  and  on  and  on. 

Mr.  Knollenberg.  One  other  thing — and  this  is  my  final  ques- 
tion— ^you  mentioned  that  97  percent  are  covered.  I  look  at  the 
number  of  people  excluded  from  the  process  and  again  you  have 
part-time  employees,  Government  employees,  we  know  they  are 
covered  elsewhere;  you  have  the  self-employed;  you  have  the  unem- 
ployed. Every  State,  no  matter  how  healthy  the  environment  is, 
does  have  unemployment.  You  have  3  percent,  your  chart  says.  You 
have  got  folks  that  are  self-employed,  some  on  part  time. 

I  have  a  hard  time  believing  that  you  are  close  to  that  number 
so  those  people  are  outside,  isolated  from  this  process  of  primary 
care.  They  are  not  even  in  the  mix  of  your  numbers.  But  they  do 
die.  They  have  trouble  and  eventually  get  to  a  hospital  or  what- 
ever. 

Dr.  Lewin.  Sir,  those  are  covered  by  the  State  health  insurance 
program. 

Mr.  Knollenberg.  The  unemployed? 

Dr.  Lewin.  A  program  called  the  State  Health  Insurance  Pro- 
gram, it  covers  the  unemployed,  part-time  employed,  less  than  20 
hours  a  week,  the  self-employed  who  make  less  than  $50,000  a 
year  family,  or  $22,000  personal  income,  and  students. 

Mr.  Knollenberg.  Everybody  immediately  gets  picked  up  by 
SHIP? 

Dr.  Lewin.  SHIP.  They  have  to  apply  or,  if  they  go  to  the  hos- 
pital, they  are  automatically  enrolled  if  they  end  up  in  a  sick  situa- 
tion, but  we  don't  actually  go  drag  them  in.  We  try  to  sign  them 
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up  through  schools  and  everywhere  else  in  the  State  but  we  do 
cover  those  people,  yes,  through  that  program, 

Mr.  Knollenberg.  If  you  would  get  me  that  information,  too.  I 
appreciate  your  testimony. 

Dr.  Lewin.  Sure  will,  sir. 

Chairman  LaFalce.  Mr.  Collins. 

Mr.  COLLENS.  Ms.  Rasmussen,  what  is  your  average  wage  at  your 
business  of  your  17  employees,  annual  wage? 

Ms.  Rasmussen.  My  average  employee  makes  about  $8  per  hour. 

Mr.  Collins.  You  mentioned  the  $129  a  month  just  for  the  em- 
ployee portion  of  the  insurance.  Is  that  taken  on  a  flat  rate  or  is 
that  a  percentage  of  payroll? 

Ms.  Rasmussen.  That  is  my  total  cost.  We  are  still  paying  100 
percent  of  the  premium.  My  employees  pay  nothing  because,  in  the 
law,  I  can  only  charge  them  maximum  of  1.5  percent  of  their  wage 
which  translates  to  about,  I  think,  $14  a  month,  something  like 
that.  That  is  all  I  can  charge  them.  The  bookkeeping  to  do  that 
ends  up  costing  more,  and  so  we  just  decided  not  to  charge  them 
at  all  because  it  is  such  a  small  amount.  That  is  dictated  by  law. 
I  can't  go  anywhere  with  that. 

So,  again,  it  is  such  a  small  portion  that  the  bookkeeping  doesn't 
even  warrant  taking  it  from  the  employees. 

Mr.  Collins.  As  the  gentleman  earlier  stated,  you  might  be  in- 
terested in  figuring  just  how  the  numbers  will  stack  up  against  the 
proposed  plan  of  the  President. 

I  asked  a  small  business  in  my  district  that  happened  to  be  a 
fast  food  restaurant.  Currently  they  have  43  stores,  and  the  annual 
premium  for  health  care  insurance  is  about  $200,000  a  year.  Of 
course,  they  have  a  lot  of  part  time  and  they  had  to  cover  all  em- 
ployees based  on  the  hours  of  part  time  worked  and  the  full  time 
and  that  would  exceed  $200,000  by  something  like  $2  million  addi- 
tional— a  tremendous  increase  in  cost. 

That  is  the  problem  that  we  hear  throughout  the  district  that  I 
have  the  opportunity  to  represent,  that  cost  is  really  the  problem. 
They  want  the  costs  addressed  in  a  way  that  doesn't  jeopardize  the 
quality  of  care  and  also  we  must  address  it  in  a  way  that  doesn't 
jeopardize  the  economy. 

You  spoke  of  the  increase  in  population  in  the  State  of  Hawaii 
in  the  last  few  years.  What  has  been  the  average  age  of  that  in- 
crease in  population? 

Dr.  Lewin.  Well,  it 

Mr.  Collins.  Middle  age? 

Dr.  Lewin.  The  largest  rise,  a  little  alarming  rise,  is  in  senior 
citizens  and  in  fact,  in  the  very  senior  citizens,  so  the  greatest  per- 
centage rise  of  all  of  any  State  actually  is  above  65  and  above  even 
85.  But  the  population  increases  is  largely  partly  because  of  people 
moving  to  Hawaii  and  bringing  their  businesses  and  family  to  Ha- 
waii, but  also  populations  within  the  State. 

Our  growth  rate,  at  the  present  time,  we  are  very  close  to  the 
national  average  in  terms  of  the  spread  of  young  and  old.  A  few 
years  back,  we  had  a  little  bit  toward  the  younger,  but  we  are 
shifting  rapidly  toward  the  seniors  end  because  of  retirees  coming 
to  Hawaii  and  a  longer  life  span  for  many  of  our  citizens. 
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Mr.  Collins.  Those  over  65  wouldn't  be  affected  by  the  man- 
dated State  plan.  That  would  be  under  Medicare? 

Dr.  Lewin.  Only  to  the  extent  that  many  of  them  have  some  sort 
of  extended  retiree  benefit  that  comes  out  of  their  previous  employ- 
ment. 

Mr.  Collins.  In  your  opening  comments,  you  made  the  state- 
ment that  a  lot  of  people  in  Hawaii  don't  realize  what  they  will  lose 
with  national  reform.  Could  you  expand  on  that  a  little  bit? 

Dr.  Lewin.  If  the  Clinton  plan  were  to  pass  as  proposed,  I  think 
Hawaii  would  not  change  significantly.  In  fact,  we  would  benefit  in 
many  ways  from  some  of  the  primary  education,  primary  care  edu- 
cation, some  of  the  public  health  funding  that  is  proposed.  We  are 
fearful  somewhat  of  the  global  budget  budgeting  because  we  don't 
see  that  as  the  most  appropriate  means  of  cost  containment. 

Basically,  we  think  that  the  Clinton  strategy  would  probably  not 
cause  a  great  dislocation  economically  in  Hawaii  if  we  had  an  ex- 
emption from  the  cost  containment  and  would  meet  Federal  stand- 
ards with  our  own  means  if  we  had  an  exemption  so  we  could  keep 
our  employer  mandate  and  meet,  again,  the  national  standard  set- 
aside  and  benefit  set-aside  by  the  Federal  Grovernment. 

For  example,  we  have  our  employees  paying  40  percent  in  many 
businesses  including  State  government.  We  don't  want  to  reduce 
that  to  20  percent  because  that  would  be  too  much  of  a  strain  sud- 
denly on  the  business. 

We  would  like  to  increase  the  employee  share  for  the  small  busi- 
nesses, and  we  think  that  our  employee  work  force  would  be  will- 
ing to  go  along  with  that. 

So  we  would  have  some  differences  there  from  what  is  proposed. 
But  in  essence,  they  are  minor,  so  we  think  that  we  could  accom- 
modate most  aspects  of  the  Clinton  plan  if  we  could  help  negotiate 
some  exemption  from  the  cost  containment  side  of  it. 

Mr.  Collins.  You  also  mentioned  that  you  are  a  physician? 

Dr.  Lewin.  Yes,  sir. 

Mr.  Collins.  You  were  in  practice  prior  to  taking  on  the  largest 
agency.  Which  agency  was  that? 

Dr.  Lewin.  The  Department  of  Health  in  our  State  which  runs 
all  the  mental  health  services,  the  third  largest  public  hospital  sys- 
tem which  really  functions  like  a  private  hospital  system,  all  of 
public  health,  emergency  medical  services,  and  all  the  outreach  to 
community  health  primary  care  centers  and  those  sort  of  things. 

In  addition,  it  is  also  the  EPA  and  environmental  agency  for  Ha- 
waii. So,  it  keeps  me  fairly  well  occupied. 

Mr.  Collins.  Powerful  bureaucrats,  right.  Why  did  Dole  leave 
Hawaii?  That  is  not  Senator  Dole,  Mr.  Chairman. 

Dr.  Lewin.  He  has  never  come  to  Hawaii,  incidentally. 

Mr.  Collins.  He  will  be  there  in  1996. 

Dr.  Lewin.  Dole  left  Hawaii  because  agriculture  has  just  been 
something — something  Ms.  Rasmussen  stated  before — our  agricul- 
tural base  has  just  not  held  up  well  to  foreign  competition,  both 
sugar,  pineapple,  and  so  forth.  It  has  been  on  decline.  In  fact,  in 
1974  when  our  employer  mandate  was  passed,  it  is  ironic  because 
we  had  one  of  the  highest  rates  of  unemployment  in  our  State's  his- 
tory in  that  year,  1973,  1974,  and  1975. 
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The  reason  is,  we  had  a  huge  shutdown  of  plantations  in  the 
neighbor  islands  and  tourism  had  not  yet  built  up  a  business  there. 
So,  we  had  not  had  the  tourist  penetration  industry  into  the  neigh- 
bor islands  and  we  lost  a  lot  of  agriculture  in  those  years. 

We  have  had  a  steady  decline  since  then.  We  are  iust  trying  to 
hold  onto  the  sugar  that  we  have  now  to  keep  that  land  basically 
in  agriculture  until  we  can  figure  out  another  way  to  move  the 
economy  that  we  have  lost  a  couple  of  sugar  plantations  this  year 
as  well,  major  ones. 

Mr.  Collins.  That  is  all  I  have,  Mr.  Chairman.  Thank  you. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Collins.  I  want 
to  thank  you,  Dr.  Lewin,  and  you,  Ms.  Rasmussen,  for  coming  all 
the  way  from  Hawaii  to  Washington,  DC. 

Ms.  Rasmussen.  Thank  vou. 

Chairman  LaFalce.  I  think  the  best  comment  made  was  made 
by  Mr.  Knollenberg  that  we  should  have  had  a  field  hearing  in  Jan- 
uary. 

Ms.  Rasmussen.  You  are  welcome  any  time.  We  need  your  visitor 
dollars. 

Dr.  Lewin.  We  would  love  to  have  you  there.  We  seriously  would. 

Chairman  LaFalce.  I  think  that  Hawaii  has  a  great,  great 
health  care  system  going.  Not  perfect;  there  is  no  perfect  system 
in  the  world.  There  is  not  one  that  can  be  devised  or  conjured  up. 
But  even  with  its  imperfection,  it  is  terrific.  It  offers  a  lot  of  lessons 
for  the  United  States.  I  think  the  GAO  report  and  I  think  any  ob- 
jective analysis  of  it  would  indicate  that  it  has  an  awful  lot  to  offer 
us  by  way  of  guidance. 

Hopefully,  we  will  be  able  to  look  at  Hawaii's  experience  objec- 
tively. I  question  whether  it  is  possible  for  many  people  to  be  objec- 
tive today;  too  many  people  bring  so  many  prejudgments  with  them 
that  they  are  blind  to  reality  when  reality  stares  them  in  the  face. 

It  is  just  difficult. 

But  I  want  to  thank  you  for  your  contributions  toward  this  great, 
great  momentous  effort.  Hopefully,  we  will  be  able  to  accomplish 
what  Richard  Nixon  tried  to  do  in  1973.  We  have  got  to  build  on 
the  Nixon  mandate.  Thank  you  very  much. 

Dr.  Lewin.  Godspeed  to  you. 

[Whereupon,  at  2:55  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.  1 
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House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice  at  9:40  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

Today's  hearing  continues  the  Small  Business  Committee's  in- 
quiry into  key  economic  and  business  issues  in  health  care  reform. 
In  prior  hearings,  our  committee  has  investigated  the  small  busi- 
ness community's  perspective  on  health  care  reform,  the  impact  of 
President  Clinton's  Health  Security  Act  proposal  on  small  business, 
the  structure  and  benefits  of  health  insurance  alliances  and  the  ex- 
perience with  employer  mandates  in  Hawaii's  State  Health  Insur- 
ance Program.  This  morning  our  committee  will  analyze  the  impli- 
cations of  health  care  spending  and  health  care  reform  for  U.S. 
competitiveness  generally  and  the  competitiveness  of  individual 
companies. 

There  has  been  considerable  debate  as  to  whether  high  and  rap- 
idly escalating  health  care  costs  damage  the  competitive  position  of 
individual  U.S.  companies.  Business  executives  have  often  cited 
high  health  care  costs  as  undermining  their  ability  to  compete  with 
foreign  companies.  The  problem  is  cited  as  particularly  significant 
for  smaller  businesses  which  can  experience  health  care  costs  30  to 
50  percent  higher  than  those  of  larger  firms. 

Some  economists,  on  the  other  hand,  have  tended  to  minimize 
the  impact  of  health  care  spending  on  the  competitive  position  of 
individual  companies.  Instead,  they  cite  the  macroeconomic  impli- 
cations of  health  care  spending  for  savings,  investment,  govern- 
ment deficits  and  interest  rates  as  far  more  significant  in  determin- 
ing the  competitiveness  of  U.S.  businesses  generally. 

Until  recently  there  has  been  little  research  available  on  the 
competitiveness  implications  of  health  care  spending  to  help  us 
analyze  this  important  issue.  With  health  care  spending  accounting 
for  over  14  percent  of  GDP,  and  influencing  almost  every  sector  of 
our  Nation's  economy,  this  is  a  significant  oversight  that  has  ham- 
pered our  understanding  of  both  health  care  financing  and  broader 
competitiveness  policy. 

Fortunately,  Congress  responded  to  this  and  other  shortcomings 
in  our  understanding  of  competitiveness  issues  by  passing  legisla- 
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tion  —  I  had  introduced  to  create  the  Competitiveness  Pohcy  Coun- 
cil. Since  beginning  operations  in  June  of  1991,  the  council  has 
moved  aggressively  to  analyze  the  competitiveness  challenges  fac- 
ing the  U.S.  economy  and  to  recommend  strategies  and  policies  to 
meet  these  challenges. 

In  its  first  annual  report  in  1992,  the  council  identified  health 
care  costs  as  one  of  six  issues  relating  to  U.S.  competitiveness  that 
warranted  the  priority  attention  of  the  President  and  Congress. 
The  council  then  commissioned  two  broad  studies  to  analyze  the 
competitiveness  implications  of  health  care  spending  and  health 
care  reform.  These  studies  formed  the  basis  for  the  findings  and 
recommendations  included  in  the  council's  recent  third  annual  re- 
port, which  gives  priority  focus  to  the  issue  of  health  care  reform 
and  U.S.  competitiveness. 

As  the  author  of  the  legislation  that  created  the  Competitiveness 
Policy  Council,  I  take  personal  satisfaction  and  pride  in  the  coun- 
cil's efforts  and  achievements.  The  council  and  its  efforts  on  behalf 
of  U.S.  competitiveness  are  the  culmination  of  more  than  a  decade 
of  efforts  by  many  who  sought  to  push  competitiveness  issues  to 
the  forefront  of  our  national  agenda. 

In  1983,  as  Chairman  of  the  Banking  Subcommittee  on  Economic 
Stabilization,  we  held  an  extensive  series  of  hearings  on  competi- 
tiveness problems  facing  the  United  States.  It  was  my  view  at  that 
time  that  America's  predominant  economic  position  in  the  world 
was  in  jeopardy  and  that  the  consequences  of  continued  decline  in 
our  industrial  competitiveness  would  be  a  permanently  dislocated 
work  force  and  a  reduced  standard  of  living  for  the  great  majority 
of  Americans.  These  problems  are  even  more  critical  today  than 
they  were  a  decade  ago. 

It  is  interesting  to  note  that  when  we  held  these  hearings  10 
years  ago,  the  witnesses  included  a  core  group  of  people  who 
shared  my  belief  that  the  Nation  needed  a  competitiveness  strategy 
to  develop  a  strong,  growth-oriented  economy.  They  included  then 
Governor  Bill  Clinton,  Laura  D' Andrea  Tyson,  Robert  Reich,  Ira 
Magaziner,  Lester  Thurow,  Fred  Bergsten  and  others.  These  same 
people  are  now  actively  involved  in  shaping  a  competitiveness 
strategy  for  this  country.  The  Competitiveness  Policy  Council  is 
pla3dng  a  central  role  in  these  efforts  with  a  number  of  its  initial 
recommendations  adopted  and  implemented  by  the  Clinton  admin- 
istration. 

There  is  little  coincidence  in  the  fact  that  the  Clinton  administra- 
tion is  now  pursuing  health  care  reform  as  both  a  major  social  pol- 
icy initiative  and  as  an  important  competitiveness  policy  objective. 
The  council  has  endeavored  to  show  that  health  care  is  a  major 
economic  sector  which  influences  virtually  every  aspect  of  our  do- 
mestic economy  and  our  relations  with  foreign  competitors.  Its 
third  annual  report  highlights  how  health  care  spending  has  ad- 
versely affected  U.S.  competitiveness  and  outlines  how  health  care 
reform  can  help  enhance  efficiency  and  competitiveness  throughout 
the  economy. 

The  purpose  of  today's  hearing  is  to  analyze  the  council's  findings 
and  recommendations  relating  to  the  impact  of  health  care  spend- 
ing and  health  care  reform  on  U.S.  competitiveness.  The  hearing 
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will  also  review  the  findings  of  the  two  reports  that  provide  the 
basis  for  the  council's  findings  and  recommendations. 

We  are  fortunate  to  have  as  witnesses  for  our  hearing  today  a 
distinguished  panel  of  economists.  First,  we  will  hear  from  Dr. 
Fred  Bergsten,  chairman  of  the  Competitiveness  Policy  Council  and 
Director  of  the  Institute  for  International  Economics.  Joining  Dr. 
Bergsten  will  be  Dr.  Barry  Bosworth,  a  senior  fellow  with  The 
Brookings  Institution  and  the  former  Director  of  the  council  on 
Wage  and  Price  Stability,  who  is  the  author,  with  Henry  Aaron,  of 
the  study.  Health  Care  Reform  and  U.S.  Competitiveness.  We  will 
also  hear  from  John  Sheils,  vice  president  of  the  research  firm, 
Lewin-VHI,  of  Fairfax,  Virginia,  and  a  principal  author  of  the 
study.  The  Impact  of  the  Health  Security  Act  on  Firms  Competing 
in  International  Markets. 

We  will  leave  the  record  open  for  any  opening  statements  mem- 
bers of  the  Small  Business  Committee  may  wish  to  have. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 
[Mr.  Baker's  statement  may  be  found  in  the  appendix.] 
[Mr.  Johnson's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  We  will  also  include  within  the  record  any 
prepared  statements  that  the  panelists  will  have;  and  we  would 
now  call  upon  the  panelists  and  we  will  just  go  from  left  to  right 
—  Dr.  Bergsten,  Dr.  Bosworth  and  Mr.  Sheils. 
Dr.  Bergsten. 

TESTIMONY  OF  C.  FRED  BERGSTEN,  CHAIRMAN,  COMPETI- 
TIVENESS POLICY  COUNCIL,  AND  DIRECTOR,  INSTITUTE 
FOR  INTERNATIONAL  ECONOMICS,  WASHINGTON,  DC 

Mr.  Bergsten.  Mr.  Chairman,  I  will  be  uncharacteristically 
brief,  because  my  only  function  this  morning  is  to  provide  the  over- 
all setting  and  then  introduce  the  two  studies  that  you  mentioned, 
which  really  go  to  the  heart  of  the  relationship  between  the  health 
care  issue  and  competitiveness. 

In  March  1992,  when  we  released  the  very  first  report  of  the 
Competitiveness  Policy  Council — that  you  helped  create — we  high- 
lighted six  major  issues  that  we  felt  were  the  most  important  in 
terms  of  the  future  of  American  competitiveness.  One  of  those  is- 
sues was  the  cost  of  health  care. 

On  the  other  five  we  immediately  created  subcouncils,  and  devel- 
oping policy  recommendations.  We  issued  those  a  year  ago  when 
we  released  our  second  report;  you  will  recall  because  you  hosted 
a  hearing  on  that,  and  we  made  proposals  in  those  areas,  and  I  am 
pleased,  as  you  said,  that  a  number  of  those  suggestions  have  al- 
ready become  policy  or  are  in  the  process  of  becoming  policy. 

The  one  area  that  we  did  not  pursue  on  our  own  was  health  care 
reform.  A  lot  of  other  work  was  going  on  on  the  issue,  lots  of  plans 
were  being  formulated,  and  we  didn't  want  to  add  one  more  plan 
to  that  competition. 

But  what  we  said  at  the  time  was  that  when  plans  became  avail- 
able from  the  administration  and  others,  we  then  wanted  to  assess 
them  in  terms  of  their  competitiveness  effect  in  two  senses:  First, 
the  impact  on  the  country  as  a  whole  through  the  Federal  Govern- 
ment budget,  through  national  saving  rates  and  the  like;  and  also 
the  differential  impact  on  industries,  particularly  those  that  were 
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heavily  involved  in  international  trade  like  automobiles,  but  others 
as  well,  to  disaggregate  and  try  to  figure  out  the  microeconomic  ef- 
fects, sector-specific  effects  as  they  related  to  trade. 

We  therefore  have  commissioned  the  two  studies  that  are  being 
presented  to  you  today. 

The  overall  questions  that  they  raise  are  as  I  suggest:  First,  is 
health  care  diverting  resources  from  other  parts  of  the  economy 
where  they  could  be  used  more  productively?  When  we  did  our  first 
report,  about  12  percent  of  GDP  was  going  to  health  care;  now  the 
number  is  already  to  14.  It  is  still  on  a  path  headed  toward  17  or 
18  percent,  roughly  double  that  in  each  of  the  other  industrial 
countries,  which  obviously  raises  the  following  question:  Are  we  di- 
verting resources  to  health  care  without  getting  much  better  health 
care,  according  to  the  statistics,  that  could  be  used  more  produc- 
tively elsewhere  in  the  economy?  That  works  through  the  private 
sector,  it  works  through  the  government  budget  deficit,  and  that  is 
an  issue  that  will  be  addressed  in  the  studies. 

The  second  question,  as  I  mentioned,  is  whether  the  current 
health  care  financing  system  has  a  differential  impact  on  different 
sectors  that  therefore,  if  reformed,  would  change  the  way  our  sec- 
tors operate  in  the  world  economy?  It  does  turn  out  —  and  Barry 
Bosworth,  I  think,  will  get  into  this  in  some  depth  —  that  the  man- 
ufacturing industry  in  broad  terms,  and  the  tradable  goods  sector 
vis-a-vis  the  nontradables  even  more  broadly,  do  seem  to  pay  a 
larger  share  of  the  cost  for  health  care.  Thus,  a  reform  that  heads 
in  the  right  direction  could,  in  fact,  improve  the  relative  perform- 
ance in  international  trade  of  some  of  our  industries  that  are  ex- 
tremely important  in  that  sector. 

We  had  a  full  meeting  of  our  Competitiveness  Policy  Council  a 
few  months  ago  to  talk  about  this  issue.  We  reviewed  the  two  re- 
ports. We  felt  that  they  were  both  extremely  valuable  contributions 
to  the  current  debate  on  health  care  reform.  We  do  believe  that  this 
impact  on  American  competitiveness  in  the  economy  as  a  whole  is 
a  very  important  component  of  the  issue. 

We  commend  the  studies  to  your  consideration.  I  am  delighted 
that  you  are  going  to  be  hearing  from  the  authors  of  both  to  lay 
out  their  views  for  you  this  morning. 

Chairman  LaFalce.  Thank  you  very  much.  Dr.  Bergsten. 

[The  information  may  be  found  in  tne  appendix.] 

Chairman  LaFalce.  Dr.  Bosworth. 

TESTIMONY  OF  BARRY  BOSWORTH,  SENIOR  FELLOW,  THE 
BROOKINGS  INSTITUTION,  WASHINGTON,  DC 

Mr.  Bosworth.  Thank  you.  I  think  just  by  way  of  an  opening 
statement,  since  I  mainly  wanted  to  respond  to  your  questions  and 
you  have  the  two  studies  before  you,  was  just  to  emphasize  a  cou- 
ple of  points  about  them. 

I  will  not  —  Mr.  Sheils  will  —  focus  on  the  issue  of  total  cost 
calculations  and  things  like  that.  I  would  like  to  focus  more  on  the 
economic  effects  that  they  will  have. 

First  of  all,  in  trying  to  take  the  situation  in  terms  of  how  it  will 
affect  workers  and  U.S.  competitiveness 

Chairman  LaFalce.  Could  you  bring  the  mike  a  bit  closer, 
please? 
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Mr.  BoswoRTH.  I  think  the  biggest  myth  that  most  people  have 
is  they  think  their  employer  pays  for  their  health  insurance,  when 
in  fact,  every  economic  study  says  that  that  simply  isn't  true.  Em- 
ployers will  treat  health  care  costs  exactly  the  same  as  they  do  any 
other  cost  —  wages,  social  security  taxes  or  anything  else;  they  ei- 
ther pass  it  backward  onto  the  worker  in  the  form  of  lower  wages, 
or  they  pass  it  forward  in  the  form  of  higher  prices  —  that  what 
the  company  is  concerned  about  when  it  decides  to  hire  a  worker 
is,  what  is  the  total  cost  to  the  company  of  hiring  the  worker,  and 
they  could  care  less  about  the  distribution  of  those  employee  com- 
pensation payments. 

So,  with  that  said,  there  is  a  complexity  introduced,  because  at 
the  level  of  the  total  economy,  if  we  are  to  take  something  like  so- 
cial security  taxes  that  everybody  has  to  pay,  most  studies  would 
suggest  that  with  an  increase  in  the  social  security  tax,  when  all 
workers  have  to  pay  essentially  the  same  proportion,  companies 
competing  with  one  another  will  simply  find  that  their  costs  all  go 
up  in  equal  proportion,  and  they  will  pass  it  forward  in  the  form 
of  higher  prices.  So,  we  all  pay  for  social  security  in  the  form  of 
higher  prices  than  we  would  otherwise  have.  Since  workers  make 
up  the  vast  bulk  of  the  population,  they  end  up  paying  for  most  of 
social  security  as  a  direct  effect,  simply  because  they  are  the  ones 
who  are  responsible  for  most  of  the  consumption,  and  their  real 
wage  falls. 

Then,  in  addition,  companies  begin  to  look  at  alternative  meth- 
ods of  production,  and  begin  to  think,  since  now  workers  cost  more, 
compared  to  capital,  why  don't  we  adopt  a  more  capital-intensive 
method  of  production,  and  they  shift  away  from  workers  toward 
companies  —  or  toward  capital;  and  that  tends  to  put  more  down- 
ward pressure  on  wages  because  workers  become  unemployed  in 
the  first-round  effect,  and  then  with  lower  unemployment  —  or 
higher  unemployment,  you  get  lower  wages. 

So,  there  is  a  second  effect  that  it  is  relatively  more  borne  by 
workers  than  would  be  suggested  just  from  their  role  in  total  con- 
sumption. Their  real  wage  will  have  a  second  effect,  because  com- 
panies have  a  lot  more  options  than  workers.  Companies  can  use 
different  methods  of  production,  or  in  the  case  which  interests  us 
here,  companies  could  theoretically  move  their  production  facilities 
overseas  as  a  way  to  avoid  paying  an  employment  tax  or  health 
care  mandate  here  in  the  United  States. 

The  other  thing  that  will  complicate  it  is,  the  reaction  of  workers 
would  depend  on  whether  or  not  this  thing  they  now  have  to  pay 
for,  health  care,  has  value  to  them.  If  in  fact,  it  is  a  valuable  thing 
to  have,  to  have  health  care,  and  the  only  way  I  can  get  it  is  to 
be  in  the  work  force,  actually  the  mandate  will  have  no  effect  on 
the  supply  of  labor,  because  the  cost  goes  up,  but  workers  want  it, 
and  so  they  do  not  withdraw  from  the  work  force;  they  have  essen- 
tially no  other  option,  and  the  cost  of  such  a  system  will  fall  back 
on  individual  workers. 

Therefore,  most  studies  suggest  that  there  is  no  net  effect  on 
competitiveness  of  the  U.S.  economy  coming  out  of  broad-based  tax 
increases  like  social  security.  It  is  simply  passed  forward  in  prices 
by  the  typical  firm,  and  they  result  in  an  offsetting  change  in  the 
exchange  rate,  leaving  countries  in  the  same  competitive  position 
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they  were  before.  Hence,  if  you  look  around  the  world  at  the  com- 
position of  total  employment  costs  that  are  paid  for  through  various 
types  of  employment  taxes  or  health  care,  there  is  wide  variation 
among  countries. 

The  United  States  is  in  fact,  in  the  middle  or  the  lower  half  of 
the  distribution.  Countries  that  pay  far  more  would  be  typified  by 
Germany  or  France.  Europe  in  general  has  higher  such  taxes.  It 
just  affects  the  exchange  rate  with  no  net  effect  on  their  competi- 
tiveness. 

However,  there  is  a  huge  compositional  effect  that  is  there,  be- 
cause the  difference  between  health  care  and  social  security  is,  the 
costs  vary  dramatically  by  industry;  and  I  think  that  that  is  the 
major  point  that  we  wanted  to  bring  out  in  our  study. 

In  doing  it,  there  is  a  table  that  reports,  by  industry,  health  care 
costs  per  employee  in  the  United  States.  It  turns  out  that  that  var- 
ies from  as  much  as  $10,000  per  worker  in  some  categories  of  the 
mining  industry,  down  to  less  than  $10,000  per  worker  in  retail 
trade.  It  also 

Chairman  LaFalce.  Would  you  repeat  that,  please? 

Mr.  BoswoRTH.  I  am  sorry.  Around  $10,000  per  employee,  say  in 
coal  mining,  which  is  a  particularly  risky  occupation  with  high 
health  care  costs;  and  if  you  look  down  at  retail  trade,  to  take  a 
specific,  $788.  So,  10  times  more  for  health  care  costs  in  the  coal 
industry  than  in  retail. 

Now,  one  of  the  major  reasons  for  that  is  simply  that  there  are 
wide  differences. 

Ms.  Margolles-Mezvinsky.  What  page  is  that  on? 

Mr.  BoswoRTH.  On  their  report,  this  little  Health  Care  Reform, 
on  page  22. 

One  of  the  major  reasons  for  the  variation  is  that  different  indus- 
tries have  different  degrees  of  health  care  coverage.  Retail  trade  is 
dominated  by  small  firms  that  typically  do  not  provide  health  care 
to  their  employees.  But,  in  addition,  even  among  companies  who 
have  health  care  there  are  enormous  variations  in  health  care  costs 
that  they  pay. 

One  number  that  sort  of  illustrates  this  is  that  if  you  want  to 
provide  health  care  insurance  for  a  worker  who  is  age  55  to  65, 
compared  to  a  worker  age  25  to  30,  it  will  cost  about  four  times 
as  much.  So,  just  the  age  of  your  work  force  is  a  very  important 
determinant  of  health  care  costs  among  industries. 

You  see  it  in  the  auto  industry  that  the  American-owned  firms 
—  Chrysler,  Ford  and  General  Motors  —  have  a  relatively  old  work 
force.  Honda  has  a  relatively  young  work  force,  and  Honda's  health 
care  costs  are  much  lower  than  those  of  General  Motors  or  Chrys- 
ler. 

So,  you  have  large  compositional  effects,  in  part  due  to  dif- 
ferences in  the  actual  cost  of  health  care  if  you  decide  to  offer  it; 
and  second,  large  differences  because  some  industries  don't  provide 
health  care. 

Now,  if  you  go  to  a  system  in  which  everybody,  through  employ- 
ment, has  to  have  health  care;  and  then  if  you  decide  to  equalize 
those  health  care  costs  so  the  cost  per  employee  looks  the  same 
across  the  entire  economy,  you  will  get  very  large  changes  in  the 
distribution  of  employment  in  the  United  States.  There  will  be 
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some  effect  on  trade,  because  it  turns  on  the  that  the  U.S  tradable 
goods  industry  is  the  industry  that  tends  to  have  more  health  care 
costs  than  other  industries.  Those  tradable  goods  industries  are  in 
manufacturing,  dominated  by  large  firms,  high  degrees  of  unioniza- 
tion and  provide  health  care. 

A  lot  of  the  domestic  economy  that  does  not  engage  in  inter- 
national trade  —  for  example,  retail  trade  and  services  —  do  not 
provide  health  care.  Hence,  there  would  be  a  change  in  the  relative 
distribution  of  those  costs,  and  there  would  be  a  compositional  ef- 
fect. 

To  conclude,  I  think  you  can  have  different  attitudes  toward  that, 
about  whether  it  is  good  or  bad.  My  own  is  that  I  prefer,  as  with 
tax  reform  in  1986,  that  the  United  States  should  try  to  create  a 
level  playing  field  in  labor  markets. 

I  think  one  significant  reason  why  small  business  does  so  well  in 
the  United  States  is  that  they  exploit  loopholes  in  the  cost  of  labor. 
Small  business  provides  jobs  with  generally  low  wages,  almost 
never  provides  a  pension  program,  and  has  extremely  low  rates  of 
health  care  coverage.  They  then  turn  around  to  large  firms  and 
say,  there  is  work  that  you  have  been  having  done  within  your 
company;  you  can  do  it  cheaper  by  outsourcing  from  the  large  com- 
pany that  provides  these  plans  to  the  small  company  that  does  not 
provide  these  plans. 

The  other  loophole  that  companies  use,  even  large  firms,  is  that 
large  firms  will  decide  to  convert  their  work  force  to  temporary 
workers,  because  with  temporary  workers,  they  do  not  necessarily 
have  to  provide  health  care  to  them.  Also,  small  firms  and  tem- 
porary employees,  to  the  extent  they  have  health  care,  have  a 
health  care  plan  that  is  notably  more  limited.  You  see  this,  as  well, 
in  some  of  the  data  in  the  study  showing,  for  example,  that  spouses 
who  obtain  health  insurance  through  another  member  of  the  family 
are  more  than  twice  as  likely  to  work  for  small  firms  as  for  large 
firms.  In  other  words,  labor  markets  separate  people  out  and  dis- 
criminate on  the  basis  of  expected  health  care  costs. 

I  personally  think  it  is  a  good  idea  to  level  out  competition  in  the 
labor  market  and  put  everybody  on  a  level  playing  field.  Therefore, 
the  ideas  of  equalizing  health  care  costs  across  firms  and  employ- 
ment situations  seems  to  me  a  desirable  outcome. 

I  think,  though,  that  the  effect  of  it  will  be  that  the  profitability 
of  small  firms  will  decline,  in  many  cases,  offset  by  gains  to  larger 
enterprises  that  provide  health  care  now  and  are  in  fact,  subsidiz- 
ing the  health  care  of  the  uninsured,  because  one  final  point  is  to 
remember  that  in  the  United  States  people  who  are  not  covered  by 
health  care  insurance  still  receive  a  lot  of  health  care,  and  that 
health  care  has  to  be  paid  for  by  someone. 

Under  the  current  system,  it  is  largely  paid  for  by  employees  who 
work  in  large  enterprises.  It  turns  out,  coincidentally,  those  are 
firms  that  tend  to  dominate  the  tradable  goods  sector. 

Thank  you. 

Chairman  LaFalce.  Thank  you.  Dr.  Bosworth. 

Our  next  witness,  Mr.  Sheils. 
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TESTIMONY  OF  JOHN  SHEELS,  VICE  PRESIDENT,  LEWIN-VHI, 
INC.,  FAIRFAX,  VIRGINIA 

Mr.  Sheils.  Thank  you.  I  prepared  a  summary  of  our  study  here. 

The  purpose  of  our  study  for  the  Competitiveness  Council  was  to 
estimate  the  impact  of  the  President's  health  reform  proposal  on 
employer  health  care  costs  in  various  industries  and,  in  particular, 
those  industries  that  are  engaged  in  international  trade.  While  the 
Health  Security  Act  is  now  being  amended  in  some  significant 
ways  in  both  the  House  and  the  Senate,  the  conclusions  drawn 
from  our  study  are  likely  to  apply  generally  to  any  reform  plan  in- 
volving employer  mandates  and  universal  coverage. 

We  find  that  the  impact  of  reform  will  vary  widely  by  industry. 
In  general,  firms  that  now  provide  comprehensive  health  benefits 
to  their  workers  will  see  sizable  savings  in  the  bill  due  to  cost  con- 
trols and  reduced  cost-shifting.  Conversely,  industries  that  now 
provide  little  or  no  health  insurance  coverage  will  see  substantial 
new  health  expenditures. 

Overall,  we  find  that  industries  which  are  typically  engaged  in 
international  trade  will  be  among  those  that  see  the  greatest  sav- 
ings under  health  reform  for  the  reasons  that  Barry  outlined. 

Why  would  certain  industries  see  savings  under  reform?  Well, 
first  of  all,  the  act  would  impose  spending  controls  which  would  re- 
duce by  half  the  rate  of  growth  in  health  care  spending  by  the  end 
of  the  century. 

Second,  there  would  be  savings  to  employers  who  now  provide  in- 
surance, savings  in  the  cost  of  coverage  for  dependents.  Many  em- 
ployers who  now  provide  insurance  to  their  workers  are  also  cover- 
ing the  spouses  of  these  workers  as  dependents,  even  if  these 
spouses  have  a  job  of  their  own  with  another  employer.  There  are 
18  million  spouses  nationwide  that  are  covered  as  dependents  in 
this  way.  Many  of  those  dependent  spouses  are,  in  fact,  employed 
in  small  firms;  and  they  are,  in  effect,  being  covered  by  their 
spouse's  employer,  typically  a  larger  firm. 

Under  the  act  these  working  dependent  spouses  would,  in  effect, 
become  covered  through  their  own  employer.  It  is  a  little  more  com- 
plicated than  that,  but  that  is  basically  the  bottom  line. 

Third,  there  would  be  reduced  cost-shifting  for  uncompensated 
care.  In  today's  system,  provider  charges  for  health  services  are  in- 
flated by  the  cost  of  providing  over  $16  billion  in  bad  debt  and  sur- 
ety care  to  uninsured  persons.  Many  of  those  uninsured  persons 
are  employed  and  they  are  employed  in  small  firms.  Under  a  pro- 
gram of  universal  coverage,  these  uncompensated  care  costs  would 
be  greatly  reduced,  resulting  in  savings  to  firms  that  now  pay  for 
these  costs  through  cost-shifting. 

Quite  simply,  if  a  provider  has  to  care  for  an  uninsured  person, 
they  are  going  to  incur  these  costs,  and  those  costs  are  going  to  be 
passed  on  to  someone.  They  are  passing  them  on  to  other  payers, 
paying  customers  —  employed  persons,  typically  —  and  large  firms 
that  offer  insurance  typically  are  paying  that  bill. 

In  addition,  a  particular  feature  of  the  Health  Security  Act  is 
that  the  Federal  Grovernment  would  cover  early  retirees,  thus  re- 
lieving private  employers  of  much  of  any  commitment  they  now 
have  to  provide  coverage  to  these  early  retirees. 
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For  these  reasons,  we  estimate  that  employers  who  now  offer  in- 
surance will  overall,  will  save  about  $16  billion  per  year  under  the 
Health  Security  Act  by  the  turn  of  the  century.  Interestingly, 
roughly  half  of  these  savings  for  the  firms  that  now  insure  would 
be  attributed  to  the  retiree  provisions,  early  retiree  provisions  of 
the  Health  Security  Act. 

On  the  other  hand,  total  cost  for  firms  that  do  not  now  offer  in- 
surance, many  of  whom  are  small  employers,  would  be  roughly  $30 
billion  per  year  once  the  program  is  fully  implemented. 

In  1998,  which  is  the  first  full  year  of  implementation  of  the  pro- 
gram, we  will  see  an  overall  reduction  in  health  spending  in  the 
manufacturing  industry  of  about  $2.2  billion,  which  represents  sav- 
ings of  about  $100  per  worker.  Savings  would  be  about  $600  per 
worker  per  year  in  the  transportation,  communications  and  utilities 
industries  —  a  disproportionate  share  of  retirees  there  —  and  the 
wholesale  trade  industry  would  see  savings  of  about  $175  per  work- 
er per  year. 

The  largest  increases  in  spending  would  occur  in  the  retail  trade 
and  services  industries  where  coverage  rates  are  now  the  lowest, 
and  these  are  industries  where  there  is  a  particular  concentration 
of  small  firms.  In  the  retail  trade  industry,  health  spending  would 
increase  by  about  $17  billion  in  1998,  which  is  about  $1,200  per 
worker.  Spending  would  increase  by  $15  billion  in  the  services  in- 
dustry, which  is  about  $575  per  worker. 

In  some  analyses,  we  are  particularly  concerned  with  the  impact 
of  reform  on  industries  which  tend  to  be  most  involved  in  inter- 
national trade,  and  these  include  manufacturing,  mining  and  agri- 
culture. Overall,  employer  health  spending  in  these  tradable  indus- 
tries would  be  reduced  by  about  $1.1  billion  in  1998.  Employer 
spending  again  would  go  down  —  by  $2.1  billion  in  manufacturing; 
it  would  go  down  by  nearly  $1  billion  in  mining,  which  represents 
about  $1,000  per  worker.  This  reflects  the  fact  that  these  industries 
currently  provide  comprehensive  coverage  to  most  of  their  workers 
and  will  benefit  from  cost  controls  and  reduced  cost-shifting  under 
the  act. 

However,  health  spending  in  the  agriculture  industry,  another 
tradable  industry,  will  actually  increase  by  about  $1.8  billion  under 
the  act  —  that  is  about  $301  per  worker  —  and  then,  of  course, 
because  very  few  workers  in  that  industry  are  now  covered  by  in- 
surance. 

Overall  savings  to  the  tradable  goods  sector  would  come  to  about 
$50  per  worker  per  year  in  1998,  which  is  not  necessarily  anything 
to  write  home  about,  but  due  to  cost  controls,  over  time,  these  sav- 
ings are  expected  to  grow  in  future  years  as  cost  controls  take  ef- 
fect. While  these  savings  could  result  in  some  reductions  in  prices 
for  American  goods  sold  abroad,  we  also  expect  to  see  increases  in 
wage  levels  in  these  industries  as  labor  markets  adjust  to  the  re- 
duction in  employer  health  care  costs;  and  in  fact,  many  of  the  cost 
estimates  for  health  reform  actually  counted  on  this  increase  in 
wages  because  wages  are  taxable  and  provide  revenues. 

This  wage  growth  will  tend  to  offset  the  health  care  savings  re- 
sulting in  these  industries,  so  that  we  will  rightly  see  only  rel- 
atively modest  reductions  in  the  prices  for  American  goods  sold 
abroad,  at  least  in  the  short  term. 
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Thank  you. 

Chairman  LaFalce.  Thank  you  very  much. 

Now,  as  I  understand  it,  it  is  your  judgment  that  the  tradable 
goods  sectors  will  be  one  of  the  principal  beneficiaries  of  proposed 
health  care  reforms.  Is  that  correct? 

Mr.  BoswoRTH.  I  would,  but  with  two  qualifications. 

One  is,  competitiveness  for  the  tradable  goods  sector  as  a  whole 
is  going  to  be  basically  determined  by  trends  in  overall  productiv- 
ity, but  most  important,  by  the  exchange  rate.  Exchange  rates  get 
driven  in  real  —  changes  in  real  exchange  rates  by  savings  and  in- 
vestment. 

Now,  if  it  should  turn  out  that  the  health  care  reform  bill,  for 
example,  had  to  be  financed  through  the  public  sector  and  there 
wasn't  any  tax  increase  to  pay  for  it,  so  there  is  a  big  increase  in 
public  sector  budget  deficit,  that  would  reduce  national  savings 
here  in  the  United  States,  push  up  American  interest  rates  and 
lead  to  an  appreciation  of  the  U.S.  exchange  rate,  like  the  first  half 
of  the  1980's.  That  would  damage  the  competitiveness  of  American 
industries. 

So,  if  this  program  results  —  it  is  not  paid  for,  it  will  be  damag- 
ing to  American  competitiveness.  That  is  sort  of  like  an  aggregate. 

Then,  second,  to  the  extent  that  the  tradable  goods 

Chairman  LaFalce.  Your  point  is,  if  we  pass  the  program,  make 
sure  we  fund  it. 

Mr.  BoswoRTH.  Yes.  It  is  not  a  small  point. 

The  second  one  is  that  for  the  tradable  goods  industry  as  a 
whole,  a  lot  of  these  effects  will  be,  to  the  extent  that  all  of  them 
get  affected  equally,  just  offset  through  an  adjustment  of  the  ex- 
change rate  itself,  because  the  price  of  American  goods  relative  to 
the  price  of  foreign  goods  will  decline,  and  that  would  just  lead  to 
a  small  adjustment  of  the  exchange  rate.  But  individual  companies 
who  have  particularly  high  health  care  costs  relative  to  the  average 
would  benefit. 

So,  it  tends  to  work  out  that  these  companies  are  going  to  be  in 
the  tradable  goods  sector. 

Chairman  LaFalce.  Good.  The  companies  that  would  most  likely 
have  increased  costs  would  be  for  the  most  part  those  companies 
not  involved  in  international  competition,  correct? 

Mr.  BOSWORTH.  Yes. 

Chairman  LaFalce.  And  therefore,  to  the  extent  that  they  had 
increased  costs,  they  would,  for  the  most  part,  be  competing 
against  others  who  would  have  similar  increased  costs.  So  they 
would  be  tending  to  compete  on  a  level  playing  field  against  their 
competitors? 

Mr.  BOSWORTH.  Right. 

Chairman  LaFalce.  All  right.  I  think  it  is  important  that  we  un- 
derstand that. 

What  data  do  any  of  you  have  to  document  the  tendency  among 
many  businesses  to  hire  temporary  or  part-time  workers  in  order 
to  avoid  additional  fringe  benefits  such  as  health  care  costs? 

This  was  mentioned  briefly  I  think  by  you.  Dr.  Bosworth,  if  I  am 
not  mistaken. 
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Mr.  Sheils.  I  would  just  like  to  inject  one  remark  on  that  subject 
because  Barry,  I  think,  has  the  most  constructive  things  to  say  on 
that  sort  of  thing. 

If  we  enact  a  bill  which  provides  substantial  subsidies  to  the 
small  employer  —  and  that  is  what  we  are  considering  now  —  that 
would  not  be  a  level  playing  field.  It  may  be  more  level  than  what 
we  have  today,  but  we  may  be  replacing  one  form  of 

Chairman  LaFalce.  Let  me  interrupt  you  just  for  a  second. 

Now,  did  your  projections  about  increased  costs  in  certain 
nontradable  areas  factor  in  the  cost  of  caps  or  subsidies  of  the 
plan? 

Mr.  Sheils.  Yes,  it  did. 

Chairman  LaFalce.  OK,  fine. 

Mr.  Sheils.  $30  billion  for  firms  that  don't  offer  insurance,  net 
of  subsidy,  after  taking  into  account  subsidies. 

Chairman  LaFalce.  All  right. 

Mr.  Sheils.  So  if  you  enact  a  bill  which  incorporates  new  sub- 
sidies for  small  employers,  in  a  sense  you  replaced  one  form  of  sub- 
sidy with  another  form  of  subsidy  for  small  business.  Interestingly, 
if  you  pay  for  that  subsidy  with  a  tax  on  employers,  you  are  just 
replacing  a  whole  system  of  the  totally  different  cross-subsidy. 

If  you  want  a  level  playing  field,  you  have  to  build  a  level  playing 
field.  Cross-subsidies  in  the  form  of  explicit  subsidies  under  the 
Health  Security  Act  or  any  of  the  other  bills  really  may  be  replac- 
ing one  set  of  —  one  unlevel  playing  field  with  a  different  one.  That 
is  something  to  watch  out  for  as  you  move  forward. 

Chairman  LaFalce.  Dr.  Bosworth? 

Mr.  Bosworth.  I  think  there  are  two  parts  I  can  give  you  in  the 
study,  and  the  third  one  is  hard  to  answer. 

First  of  all,  at  the  aggregate  level,  but  particularly  by  large 
firms,  the  health  care  cost  increases  that  we  had  in  the  1980's  sur- 
prisingly did  not  translate  into  higher  total  compensation  costs,  be- 
cause there  was  a  big  offset  in  the  United  States,  what  companies 
did  in  response  to  the  higher  health  care  costs;  there  is  a  big  ero- 
sion of  the  pension  program.  So,  that  large  companies,  in  particu- 
lar, are  abandoning  the  pension  program,  because  the  cost  of  the 
health  care  programs  are  too  high,  and  converting  over  to  what  is 
called  401(k)  plans. 

So,  there  hasn't  been  —  and  this  shows,  the  back  of  this  study, 
what  we  did  there  is  a  set  of  graphs  and  Figure  6  shows  the  com- 
pensation of  employer  costs  in  the  United  States.  You  will  notice 
this  tremendous  increase  in  health  care  costs,  but  then  right  above 
it,  the  collapsing  role  of  pension  programs. 

So,  that  reductions  in  pension  costs  have  offset  in  the  1980's  a 
lot  of  the  increase  in  health  care  financing  of  Americans  firms,  so 
that,  in  fact,  total  compensation  costs,  fringe  benefits,  slowed  down 
in  the  1980's  rather  than  accelerated  —  which  is  something  of  a 
surprise. 

Then,  second,  we  included  in  the  study  a  Table  3  —  the  tables 
are  in  the  text;  it  is  on  page  7  of  the  report,  and  it  shows  the  char- 
acteristics of 

Chairman  LaFalce.  I  see.  Figure  6  is  a  bit  difficult  to  read,  be- 
cause it  doesn't  break  down  the  cost  of  pensions  as  a  percentage 
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of  fringe  benefits  by  number,  the  cost  of  health  care  as  a  percent- 
age of  fringe  benefits  by  number,  et  cetera. 

Do  you  have  any  commentary  on  that  Figure  6? 

Mr.  BoswoRTH.  Let  me  just  see  where  we  —  we  had  a  table  in 
the  text;  we  need  to  find  out  what  —  anyway,  it  is  in  the  text,  and 
I  can  find  it  later. 

There  is  a  distribution  of  cost.  One  little  number  out  of  that  that 
I  just  found  myself,  and  it  startled  me,  and  that  is  that  health  — 
employer  costs  for  health  insurance  now  exceed  the  cost  to  employ- 
ers of  social  security. 

Mrs.  Meyers.  Say  that  again. 

Mr.  BoswoRTH.  The  cost  of  health  insurance  to  employers  ex- 
ceeds the  cost  of  social  security,  and  that  startled  me  to  find  out 
that  employer  costs  were  that  high. 

But  then  we  also  have  a  Table  3  on  page  7  that  shows  you  some 
of  the  characteristics  of  workers  with  insurance,  those  that  have  in- 
surance through  their  spouse  and  those  who  don't  have  insurance. 
In  the  middle  of  that  table  is  the  classification  by  size  of  firm.  If 
you  will  note  there,  just  to  take  the  extremes,  which  is  not  nec- 
essarily the  best  representation,  but  firms  with  zero  to  nine  em- 
ployees, only  23  percent  of  the  workers  have  health  insurance 
through  their  employer,  whereas  for  firms  over  1,000,  it  is  75  per- 
cent. 

Then,  second,  you  go  over  to  those  —  well,  maybe  they  filed 
workers  who  still  had  insurance,  but  had  it  through  their  spouse. 
Sure  enough,  small  firms,  24  percent  will  have  insurance  through 
their  spouse,  whereas  in  large  firms,  that  is  only  10  percent. 

Mrs.  Meyers.  I  don't  know  where  you  are  looking  at  that  chart. 

Mr.  BOSWORTH.  Page  7. 

Mrs.  Meyers.  Page  7,  all  right.  So,  you  are  finding  that  there  is 
a  sorting  out,  as  you  would  expect  in  the  labor  market:  If  your 
spouse  already  has  insurance,  why  not  look  for  a  job  that  doesn't 
provide  it,  because  you  and  the  employer  will  split  the  savings;  and 
essentially,  that  is  what  has  happened.  You  can  get  a  higher  money 
wage  and  you  don't  care  about  the  duplicate  coverage. 

Chairman  LaFalce.  I  think  what  happens  is  very  often  the  small 
business,  in  interviewing  prospective  employees,  will  determine 
who  the  spouse  works  for. 

Mr.  BOSWORTH.  It  could  be  as  explicit  as  that  in  some  cases. 
Sometimes  it  is  implicit.  Then  you  see  on  the  far  right-hand  side 
that  in  small  firms,  53  percent  of  the  workers  will  not  have  any 
coverage  at  all,  whereas  in  the  large  firms,  it  is  only  15  percent. 
So,  three  times  more  likely  to  be  employed  in  a  firm  that  doesn't 
provide  insurance  if  you  are  a  small  firm. 

Also,  I  think  it  is  interesting  in  view  of  the  allegations  sometimes 
that  people  say  that  what  these  people  are  composed  of  is  just 
young  workers.  If  you  look  at  the  top,  you  see  it  by  age. 

The  phenomenon  of  spousal  coverage  is  true  tor  people  middle- 
aged  as  well.  Under  19,  which  has  got  a  big  percentage  there  of  53 
percent,  have  coverage  through  some  other  member  of  the  family. 
Note  it  is  a  trivial  number  of  workers;  it  doesn't  matter.  More  sig- 
nificant is  that  in  the  25-  to  65-year  age  brackets,  14  percent  of 
people  who  work  are  covered  through  their  spouse;  and  then  look- 
ing at  workers  not  covered  by  employers  at  all,  this  is  very  common 
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in  the  middle-aged  groups  as  well.  About  24  percent  of  workers  in 
middle  age  are  not  covered  through  an  employer-provided  health 
plan. 

What  we  don't  know  is  exactly  how  sensitive  employment  deci- 
sions are  to  these  sort  of  things.  We  anecdotally  see  it  occurring, 
but  quantitative  estimates  of  the  degree  of  shifting  of  employment 
that  will  occur  is  extraordinarily  hard  to  come  up  with  in  the  em- 
pirical literature.  We  know  it  is  significant  and  a  major  factor,  but 
I  don't  think  there  is  any  economic  study  that  we  could  use  that 
could  give  you  a  numerical  number  to  use.  It  is  important,  but  be- 
yond that 

Chairman  LaFalce.  This  is  what  is  called  "street  knowledge." 

Mr.  Sheils.  CBO  incorporated  some  of  that  street  knowledge  into 
their  analysis  of  the  Health  Security  Act,  and  they  took  into  ac- 
count the  fact  that  small  employers  would  get  special  treatment 
under  the  Health  Security  Act  and  that  there  would  be  an  increase 
in  outsourcing,  that  large  firms  would  want  to  spin  off  some  of 
their  janitorial  services  or  copying  services  or  whatever  and  go  to 
some  smaller  employer,  because  a  smaller  employer  is  going  to 
have  a  competitive  advantage  due  to  the  fact  that  their  health  care 
costs  are  lower  under  the  Health  Security  Act  relative  to  other  em- 
ployers, by  virtue  of  these  subsidies  that  they  would  be  receiving. 

I  think  your  question  started  with  this  question  of  temporary 
workers  and  that  sort  of  decisionmaking;  and  that  kind  of  thinking 
is  —  that  kind  of  behavior  could  very  well  be  exacerbated  in  a  pro- 
gram which  provides  an  unlevel  playing  field  in  conjunction  with 
a  mandate.  It  is  an  important  consideration. 

Chairman  LaFalce.  Let  me  remind  you,  though,  that  the  Clinton 
administration  proposal  for  caps  and  subsidies  to  small  businesses 
has  not  been  met  with  opposition.  The  only  response  has  been  up- 
ping  the  ante  and  lowering  the  cap.  So,  every  alternative  that  has 
been  advanced,  to  my  knowledte,  would  sweeten  the  pie  for  the 
small  business  community,  whether  you  are  talking  about  a  Demo- 
crat or  a  conservative  Republican  alternative. 

Mrs.  Meyers.  Which  caps  have  not  been  met  with  opposition? 

Chairman  LaFalce.  The  caps  in  the  President's  health  care  pro- 
posal. Almost  every  alternative  proposal  that  has  been  advanced, 
that  I  am  aware  of,  would  have  even  lower  cost  caps  or  higher  sub- 
sidies for  small  business. 

Mrs.  Meyers.  On  deductible 

Chairman  LaFalce.  No,  no,  no,  the  3.5  to  7.9  percent  cap  on 
health  expenditures  as  a  percentage  of  payroll.  Some  proposals  say 
no  more  than  2  percent,  some  say  no  more  than  1  percent,  et 
cetera. 

I  will  go  on  to  others  for  questioning  now,  although  I  do  want  to 
return  later  to  the  question  of  temporary'  and  part-time  employees 
as  a  percentage  of  the  work  force,  and  how  much  they  are  increas- 
ing throughout  the  economy.  I  want  to  go  into  the  new  jobs  that 
are  being  created  and  how  many  of  these  new  jobs  are  really  full- 
time  jobs  as  opposed  to  temporary  and  part-time  positions. 

Chairman  LaFalce.  Mrs.  Meyers. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

Dr.  Bosworth,  you  say  that  small  business,  in  a  way,  has  ex- 
ploited the  loopholes  that  there  are  in  the  coverage;  and  it  has 
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seemed  to  me  that  maybe  from  what  I  have  seen  of  polls  —  not 
polls  I  have  done,  but  of  polls  that  have  been  taken  nationwide; 
and  I  don't  know  who  did  them,  I  wish  I  could  quote  you  exactly 
—  but  that  most  small  business  wants  to  offer  health  insurance 
and  does  not  offer  it.  Part  of  it  is  because  of  current  costs,  but  most 
of  it  is  because  of  fear  of  future  costs. 

They  have  10  employees;  they  are  afraid  they  will  get  a  plan  in 
place,  and  that  the  costs  will  escalate  with  one  very  sick  employee 
and  their  costs  will  double  over  a  couple  of  years.  That  is  liable  to 
happen. 

It  has  seemed  to  me  that  if  we  could  bring  some  stability  to 
health  care  costs  and  do  the  best  we  can  about  controlling  the  fluc- 
tuation and  the  increase  with  things  like  medical  malpractice  re- 
form and  uniform  simplified  billing,  that  perhaps  we  could  bring 
some  stability  and  maybe  even  some  price  decreases,  if  we  had 
some  kind  of  a  basic  plan  of  benefits  that  would  not  be  mandated 
in  any  way,  but  would  be  offered  by  all  insurance  companies. 

Republicans  think  if  all  1,600  health  insurance  companies  offered 
the  same  basic  plan  of  benefits  that  it  would  become  the  business 
plan,  even  without  a  mandate,  and  that  this  would  allow  for  a 
great  deal  more  pooling.  It  would  allow  for  no  preexisting  condition 
exclusion  and  for  portability.  So,  just  with  those  three  things, 
maybe  you  could  go  a  long  way  toward  allowing  small  business  to 
offer  health  insurance  rather  than  forcing  them  to. 

It  has  seemed  to  me  that  government  does  some  things  very  well. 
I  think  —  I  don't  run  against  government;  we  do  some  air  and 
water  programs  pretty  well.  Social  security  has  worked  out  very 
well;  Medicare,  I  think,  may  be  in  some  cases  not  so  well. 

But  I  really  think  if  we  get  into  this,  into  the  whole  business  of 
health  insurance,  it  is  going  to  be  very,  very  destructive.  I  guess 
I  would  like  you  to  comment  on  all  of  that,  most  particularly  about 
if  we  did  some  things  to  make  the  costs  more  stable  and  to  make 
it  a  bit  more  affordable,  could  we  not  then  do  —  could  we  make 
health  insurance  available  without  a  mandate?  I  would  like  all  of 
you  to  comment  on  that. 

Mr.  BoswoRTH.  Well,  I  think  that  there  is  a  lot  in  what  you  say; 
and  some  of  the  measures  would.  But  I  think  there  is  one  over- 
whelming economic  factor  that  limits  the  impact  of  such  proposals. 

The  biggest  thing  —  there  are  a  lot  of  small  employers  who 
would  like  to  provide  a  health  insurance  program  for  their  employ- 
ees. Why  can't  you?  Because  if  you  do  and  your  competitor  does 
not,  and  a  family  plan  is  around  $4,000,  you  are  out  of  business. 
As  long  as  that  exists  out  there  that,  I  would  like  to  offer  my  em- 
ployees a  health  insurance  plan,  but  my  competitor  doesn't  —  a 
$4,000  price  differential  is  a  huge  differential  in  trying  to  compete, 
particularly,  say,  in  retailing  where  you  have  two  small  stores.  If 
you  get  labor  cost  differences  like  that,  you  may  want  to  do  it,  but 
you  will  not  be  around  tomorrow. 

The  evidence  in  the  retailing  industry,  for  example,  with  small 
firms  and  their  volatility,  is  that  small  differences  in  cost  will  just 
drive  one  firm  right  out  of  the  market  if  somebody  else  has  got  an 
advantage.  It  is  very  strong. 
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So,  I  don't  think  that  there  will  always  be  a  limitation  that  just, 
even  though  a  lot  of  people  might  not  like  it;  markets  don't  let  one 
employer  do  something  that  his  competitors  don't  do. 

Now,  when  you  turn  to  an  industry  like  autos,  what  is  the  dif- 
ference? In  the  auto  industry,  the  UAW  organized  the  whole  indus- 
try, and  so  when  Ford  Motor  Company  had  health  insurance,  the 
unions  made  sure  that  General  Motors  had  to  provide  the  same 
plan.  There  was  no  competitive  advantage  to  one  firm  and  the  costs 
were  just  passed  forward,  and  we  pay  them  as  consumers  in  the 
higher  price  of  automobiles. 

One  that  you  mentioned,  I  think  is  very  significant  and  often  I 
think  it  is  overlooked,  and  I  serve  on  the  board  of  directors  of  a 
BlueCross  BlueShield  in  my  State,  and  I  was  surprised  at  the  mag- 
nitude of  premium  differences  for  small  groups.  Insurance  compa- 
nies are  so  afraid  of  adverse  selection  that  the  cost  for  insurance 
is  also  higher  for  small  groups. 

So,  I  think  in  the  list  you  mentioned  that  a  program  that  in- 
cludes small  group  reform  will  happen,  but  it  will  always  be  lim- 
ited by  this  competitive  problem,  that  even  though  it  is  now  some- 
what cheaper,  I  still  can't  afford  to  do  it  if  my  competitors  don't. 

Other  ones,  like  malpractice,  I  don't  think  will  have  a  big  effect 
on  cost.  All  of  the  studies  show  it  is  fairly  small. 

Portability  that  you  mentioned  would  be  very  good  for  individual 
workers  and  it  would  make  labor  markets  more  efficient  by  allow- 
ing workers  to  move  from  job  to  job  as  their  economic  returns 
change,  rather  than  having  the  worker  locked  into  an  unproductive 
job  because  that  is  where  their  health  insurance  plan  is.  That,  from 
an  economic  point  of  view,  I  think  is  highly  desirable. 

Also,  the  lack  of  portability  doesn't  save  the  system  anything;  it 
is  just  an  argument  about  who  is  going  to  pay.  But  there  are  no 
economic  benefits  to  not  having  portability. 

Mrs.  Meyers.  Except  that  is  what  makes  preexisting  condition 
exist. 

Mr.  BoswoRTH.  Exactly.  But  we  all  have  to  pay  for  a  preexisting 
condition  one  way  or  the  other.  So,  doing  it  through  a  funny  mech- 
anism that  says  if  you  happen  to  be  insuring  this  person  when  it 
was  first  discovered,  you  get  stuck  with  it,  is  not  particularly  eco- 
nomically efficient.  But  under  an  economic  system  such  as  ours,  if 
the  insurance  is  not  portable,  even  if  an  employer  would  say,  I 
would  like  to  hire  people  and  not  pay  any  attention  to  their  pre- 
existing condition;  I  can't,  it  drives  up  my  costs. 

How  can  you  expect  an  insurance  company  to  say,  oh,  we  don't 
care.  We  will  take  them  no  matter  what  their  condition,  if  their 
competitors  don't  have  to  do  the  same  thing.  It  drives  you  out  of 
business.  Markets  force  this  behavior.  It  is  a  little  harsh,  but  eco- 
nomic reality  says,  the  producer  with  the  cost  advantage  will  gain 
and  the  one  without  it  will  go  out  of  business. 

Mr.  Sheils.  I  would  just  —  we  spent  some  time  looking  at  small 
group  insurance  markets  and  how  they  function  and,  in  particular, 
how  they  set  rates.  It  is  important  to  understand  something  about 
the  way  insurers  set  their  rates. 

They  use  things  called  durational  rating  and  experience  rating, 
and  basically  what  that  means  is  that  if  you  have  a  healthy  group, 
they  look  at  you,  sometimes  they  ask  eacn  of  to  you  have  pnysicals. 
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If  you  have  a  healthy  group,  they  probably  are  going  to  give  you 
a  fairly  competitive  premium.  In  fact,  they  may  give  you  a  much 
lower  premium  than  you  are  going  to  be  facing  under  any  of  the 
health  reform  plans  we  are  looking  at  if  you  have  a  healthy  group. 
It  t5npically  —  preexisting  conditions  are  in  there,  but  just  the  fact 
that  they  have  been  so  selective  about  you  in  the  first  place  gives 
you  a  lower  premium. 

Now,  we  would  like  to  have  a  system  where,  know,  if  somebody 
gets  sick,  premiums  don't  go  through  the  roof  We  would  all  like 
that,  wouldn't  we?  But  the  problem  is  that  if  we  were  to  implement 
that  —  it  is  important  to  understand  this  —  if  we  implement  that, 
it  means  that  those  small  employers  are  now  getting  a  real  deal, 
because  they  had  a  healthy  group,  aren't  going  to  be  able  to  get  as 
much  of  a  discount  anymore,  you  see,  because  what  you  are  forcing 
is  pooling. 

You  are  forcing  the  insurer  to  take  their  expensive  people  and 
cost-rate  it  through  the  roof,  and  relatively  inexpensive  people  and 
pool  them;  and  this  is  what  happens  to  the  premium.  It  comes  up 
for  those  who  now  are  getting  a  deal,  and  it  goes  down  substan- 
tially for  those  who  have  the  high-cost  groups. 

Now,  there  are  aspects  of  this,  a  type  of  reform,  though,  which 
would  serve  to  lower  the  overall  level  of  the  premium,  the  overall 
averaf^e  level  of  the  premium.  One  of  them  is  this  notion  of  a 
standard  benefits  package.  Insurers  have  described  to  us  the  soft- 
ware systems,  just  for  example,  that  they  have  to  put  together  to 
deal  with  the  fact  that  they  have  so  many  different  benefits  pack- 
ages, half  a  million  lines  of  computer  code  to  maintain  and  update 
for  Medicare,  which  is  really  what  benefits  packages  —  they  might 
have  2,000  to  3,000  lines  of  computer  code.  It  is  rather  a  barometer 
for  how  difficult  it  is  to  maintain  a  system  where  there  are  so 
many  different  benefits  packages.  You  get  some  administrative  sav- 
ings there. 

Standardization  could  also  limit  some  of  the  marketing  costs,  and 
one  of  the  things  that  I  think  would  happen  under  that  reform  sys- 
tem is  that  you  would  see  fewer  insurers,  not  so  much  that  insur- 
ers would  go  out  of  business,  they  would  probably  consolidate,  but 
you  would  see  fewer  insurers  in  the  business,  in  the  aggregate,  and 
that  too  would  contribute  to  savings. 

I  would  not  say  that  any  of  the  things  that  I  have  just  mentioned 
represent,  together  —  malpractice  reform,  throw  them  all  in  there; 
I  can't  imagine  that  it  is  going  to  lower  the  overall  premium  by 
more  than  10  percent.  I  certainly  wouldn't  make  policy  on  anything 
any  more  optimistic  than  that.  But  it  would  reduce  costs. 

I  think  the  central  point  I  would  like  to  make  here  is  that  if  you 
are  going  to  do  these  kinds  of  reforms,  you  have  to  recognize  that 
some  small  businesses  will  be  big  winners  and  some  will  be  fairly 
sizable  losers.  That  is  what  happens  with  community  ratings:  Some 
people  pay  more;  some  people  pay  less.  That  is  implicit  in  a  lot  of 
these  reforms. 

Mrs.  Meyers.  Are  you  familiar  —  I  am  sure  you  all  are  —  with 
the  Cleveland  plan  which  they  call  a  C-O-S-I  plan,  COSI.  I  can't 
remember  what  the  acronym  stands  for,  but  it  is  a  huge  group  of 
firms  in  Cleveland  that  did  essentially  what  I  was  talking  about. 
They  all  offered  essentially  the  same  benefits  for  essentially  the 
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same  costs,  very  much  as  the  Federal  Government  does;  because 
they  have  such  a  huge  pool  that  they  can  choose  an  HMO  or  a 
BlueCross  BlueShield  or  a  Prudential  or  whatever  plan,  and  we  all 
pay  kind  of  the  same  thing  and  get  sort  of  the  same  benefits, 
roughly. 

I  can't  say  identically,  because  they  are  done  under  different  sys- 
tems, either  HMO  or  fee-for-service. 

But  this  is  essentially  what  Cleveland  did.  We  heard  from  them 
in  testimony  one  morning,  and  they  said  that  their  costs  have  gone 
down  dramatically  with  the  shared  risk,  but  also  with  the  saved 
administrative  costs  of  all  the  same  plan,  essentially,  and  going 
through  the  same  —  this  large  group. 

Now,  maybe  the  Cleveland  experience  will  not  extend  every- 
where. I  do  know  that  Kansas  City,  looking  at  what  Cleveland  did, 
is  starting  the  same  thing.  I  just  hate  to  see  us  mandate  something 
nationwide  because  it  usually  doesn't  work  well.  I  have  heard  sev- 
eral times  in  the  last  few  months  that,  under  Medicare,  allowable 
costs  for  certain  lab  tests  are  like  $38,  that  labs  in  this  country  can 
do  for  $8.  Somewhere  that  got  into  the  system;  and  I  mean  —  I 
have  not  personally  checked  this  out  yet  and  so  I  will. 

But  I  think  when  we  start  mandating  programs  nationwide  in- 
stead of  letting  the  marketplace  take  care  of  them,  they  always  cost 
a  great  deal  more. 

Mr.  Sheils.  I  would  —  first  of  all,  I  want  to  express  some  sym- 
pathy for  your  point  of  view.  I  think  that  the  health  policy  commu- 
nity has  probably  done  a  disservice  by  underestimating  what  could 
be  accomplished  through  some  of  these  smaller,  more  incremental 
reforms.  I  think  that  there  are  a  lot  of  success  stories. 

I  am  not  familiar  with  the  one  in  Cleveland;  I  am  familiar  with 
several  others,  though.  The  impact  of  community  rating  and  insur- 
ance market  reforms  could  be  significant.  It  could  take  care  of  a  lot 
of  the  nightmares,  people  that  come  to  you  and  say,  I  can't  get  in- 
surance because  I  have  been  sick,  and  that  sort  of  thing.  A  lot  of 
others  can  be  taken  care  of  through  that. 

I  think  that  Barry's  point  is  an  important  one,  though.  We  tend 
to  see  insurance,  even  in  the  small  firms,  concentrated  in  certain 
sectors.  If  your  competitor  does  it,  you  will  do  it;  it  tends  to  evolve 
that  way.  If  your  competitor  doesn't  do  it,  you  don't  do  it  either. 
It  has  to  do  with  what  you  have  to  do  to  secure  labor  in  the  labor 
market;  and  if  you  don't  have  to  offer  insurance,  people  tend  not 
to  do  it. 

So,  I  see  in  what  you  have  described  something  that  would  make 
a  lot  more  progress  than  I  think  we  have  tended  to  see  before.  But 
it  doesn't  drive  the  whole  thing  home;  you  don't  get  universal  cov- 
erage. You  will  not  see  people,  the  McDonalds  and  the  Burger 
Kings  just  go  out  and  start  insuring  their  workers  because  of  re- 
form, insurance  market  reforms.  I  think  that  is  an  example. 

Mr.  Bergsten.  I  don't  pretend  to  be  an  expert  on  the  details,  and 
I  defer  to  my  colleagues  and  largely  agree  with  them,  but  let  me 
make  three  quick  points. 

In  terms  of  the  impact  on  competitiveness,  I  would  underline  two 
of  the  things  that  have  been  mentioned  earlier.  One  is  the  value 
of  portability.  That  does  increase  the  mobility  of  the  labor  force,  the 
efficiency  of  the  labor  markets;  that  has  to  be  good  for  our  competi- 
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tiveness.  The  other  is  the  point  Barry  made  in  his  original  remarks 
about  the  level  playing  field  among  sectors,  that  again  has  got  to 
be  good  for  our  competitiveness,  maximum  efficiency  of  our  econ- 
omy, particularly  since  we  now  tend  to  skew  it  against  the  tradable 
goods  sector.  A  change  toward  a  level  playing  field  would  be  good 
not  only  in  principle,  but  also  in  practice,  because  you  would  be 
moving  away  from  an  adverse  selection  that  now  occurs. 

On  the  second  point,  there  are  two  things  we  have  said  that  may 
sound  a  little  inconsistent  that  I  want  to  reconcile.  We  made  the 
point  in  the  reports  and  in  the  oral  statements  that  the  costs  of 
health  care  to  a  firm  are  essentially  paid  by  somebody  else,  passed 
on  to  the  worker  in  the  form  of  lower  wages  or  lower  pension;  or 
passed  forward  to  the  consumer,  as  in  the  case  of  the  auto  sector. 
That  is  one  point  that  has  been  made,  and  most  studies  show  that. 

On  the  other  hand,  Barry  said  a  minute  ago  if  there  was  a  new 
cost  to  a  small  firm  and  he  had  to  pay  $4,000  per  worker,  he  would 
be  out  of  business.  How  do  we  reconcile  those  two  points?  Timing. 
The  small  firm  who  saw  an  immediate  increase  in  its  health  care 
costs  might  never  get  to  the  long  run  when  the  equalization  off'set 
on  the  other  parts  of  the  compensation  package  tend  to  net  out; 
and  that  is  very  important  to  keep  in  mind.  This  is  particularly  so 
from  the  standpoint  of  small  business  where  you  may  never  get  to 
the  long  run,  where  economists  determine  that  the  overall  equi- 
librium does  tend  to  balance  out  in  terms  of  the  total  package 
where  our  health  care  costs  off"set  somewhere  else  in  the  equation. 

The  third  point  is  to  go  back  to  the  Chairman's  original  question 
about  the  overall  impact  on  competitiveness.  Here  Barry  and  I 
agree,  but  we  tend  to  put  it  in  a  different  way,  and  that  may  have 
some  importance.  Two  aspects:  One  is  to  echo  and  elaborate  some- 
thing Barry  said.  He  pointed  out  that  if  we  didn't  pay  for  the  in- 
creased costs  of  a  new  health  care  program,  it  could  hurt  us.  The 
flip  side,  however,  is  of  course  also  true.  If  the  reform  program  was 
able  to  limit  costs,  cut  the  increase  in  half  over  the  longer  run 
through  cost  controls  and  the  like,  then  at  least  in  the  first  round, 
that  would  limit  the  budget  deficit,  increase  national  saving,  in- 
crease the  underlying  fundamental  that  Barry  talked  about,  the  re- 
lation of  national  savings  and  national  investment,  improve  our 
international  position  and  our  competitiveness. 

So,  it  is  important  to  keep  in  mind  that  not  only  is  there  a  down- 
side risk  if  you  don't  pay  for  it,  there  is  an  upside  payoff".  Since  all 
of  the  budget  projections  suggest  that  the  budget  deficit  will  again 
start  growing  in  the  late  1990's,  absent  some  significant  reform  of 
health  care  costs,  that  is  a  very  important  factor  to  keep  in  mind. 

The  second  aspect  is  to  put  a  little  different  twist  on  what  Barry 
said  when  he  concluded  in  his  original  statement  to  you,  Mr.  Chair- 
man, that  the  changes  in  health  care  probably  wouldn't  have  much 
effect  on  competitiveness  in  the  aggregate,  because  it  would  just  be 
offset  by  the  exchange  rate. 

Now,  he  slipped  that  in  a  couple  of  times  and  that  is  a  crucial 
point.  One,  it  is  crucial  because  we  know  all  too  well  that  the  ex- 
change rates  don't  always  adjust,  at  least  over  the  longest  transi- 
tion period,  in  quite  the  way  we  economists  would  like,  i.e.,  to  un- 
derlying cost  structures.  They  get  driven  by  lots  of  other  things. 
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So,  if  in  the  longest  transition  period  there  were  no  exchange 
rate  offset  to  an  increase  in  national  health  care  or  any  other  costs 
—  the  path  we  are  on  now  —  it  could  adversely  affect  our  competi- 
tiveness. 

The  second  point  is  that  even  if  there  is  a  perfect  exchange  rate 
offset,  it  does  reduce  our  national  wealth  and  income,  because  a 
weaker  dollar  simply  means  weaker,  lower  purchasing  power  for 
the  United  States  as  a  country.  It  is  true  that  there  is,  then,  no 
adverse  effect  on  our  trade  balance,  if  you  define  competitiveness 
that  way.  But  the  way  we  in  our  Competitiveness  Policy  Council 
have  defined  the  term  "competitiveness"  is  much  broader:  Our 
standard  of  living,  which  ultimately  goes  to  our  real  wage  level  and 
our  real  income  levels  in  the  country. 

To  say  that  a  steady  rise  in  health  care  costs  or  anything  else 
is  offset  in  the  trade  balance  by  a  lower  exchange  rate  for  the  dol- 
lar is  not  very  comforting  from  the  standpoint  of  national  income, 
wealth,  and  standard  of  living,  because  it  simply  comes  out  in  the 
wash  another  way.  Therefore,  I  would  go  back  to  the  basic  point 
that  this  steady  escalation  of  health  care  costs  by  draining  re- 
sources away  from  other  components  in  the  economy,  which  could 
be  employed  more  productively,  is  a  competitiveness  cost  —  an  ad- 
verse effect  which  your  effort  should  now  be  substantially  directed 
to  trying  to  improve. 

Chairman  LaFalce.  Well,  I  am  very  glad  you  clarified  that. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman.  These  are  excellent 
witnesses;  and  I  am  very  pleased  that  we  had  this  hearing.  So, 
thank  you. 

Chairman  LaFalce.  We  are  not  finished  yet.  I  must  say  that  I 
think  that  this  is  the  first  time  I  have  had  a  hearing  where  we 
have  discussed  health  care  reform  and  exchange  rate  at  one  and 
the  same  time,  but  it  obviously  is  important.  I  would  suspect  that 
Dr.  Bosworth  would  agree  with  everything  Dr.  Bergsten  just  said; 
or  would  that  be  going  too  far?  Most  of  all  everything? 

Mr.  Bosworth.  Pretty  much. 

Chairman  LaFalce.  OK  Good. 

Basically,  if  we  are  going  to  have  health  care  reform,  do  it  right; 
if  we  are  going  to  do  it,  pay  for  it.  If  we  do  it  right  and  pay  for 
it,  then  it  should  contain  future  cost  increases  and,  therefore,  there 
is  the  upside  that  Dr.  Bergsten  spoke  of.  If  we  don't,  there  is  the 
potential  that  it  could  have  an  adverse  effect  on  exchange  rates. 

But  I  think  the  point  that  Dr.  Bergsten  was  making  is  that,  very 
often,  exchange  rates  don't  follow  these  pure  econometric  models. 

Mr.  Bosworth.  I  would  agree  with  all  of  those  points. 

Mr.  Sheils.  Could  I  add  one  clarifying  point? 

Chairman  LaFalce.  You  want  a  clarification  that  I  just  made  of 
his  clarification? 

Mr.  Sheils.  Yes,  if  you  don't  mind. 

A  lot  of  the  numbers  represented  in  your  comments  will  reflect 
the  expectation,  that  will  control  health  care  costs  under  the  pro- 
gram, and  under  the  program  we  are  assuming  that,  in  our  num- 
bers, the  law  would  call  for  price  controls.  But  let  me  put  in  this 
some  brass  tacks,  and  I  hope  this  doesn't  sound  too  blunt,  but  for 
you  to  assume  that  those  cost  controls  will  work,  we  have  to  as- 
sume that  every  time  a  constituent  calls  a  powerful  Member  of 
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Congress  and  says,  gee  whiz,  this  isn't  working  out,  the  hospital  is 
closing,  we  need  money  —  you  have  to  assume  that  every  time  that 
happens,  we  respond  by  saying,  well,  that  is  too  bad. 

Now,  that  is  an  extraordinary  expectation  to  place  on  yourselves, 
and  it  really  is  an  —  it  is  key  to  the  underlying  assumptions  there 
on  the  validiW  of  these  cost  controls.  If  we  cannot  live  up  to  that 
expectation  of  ourselves,  then  what  could  happen  is  we  could  have 
an  extremely  inflationary  program  on  our  hands,  which  has  guar- 
anteed broad  benefits  to  all  Americans;  and  again,  if  we  don't  have 
the  discipline  to  enforce  these  controls,  we  may  actually  see  things 
go  south  for  us,  that  health  care  costs  would  actually  go  up. 

So,  the  assumption,  the  validity  of  that  assumption  rests  with 
you  and,  frankly,  the  ability  to  muster  the  political  will  to  enforce 
these  targets  as  they  would  need  to  be  enforced  to  generate  the  re- 
sults that  we  are  presenting  here  today. 

Chairman  LaFalce.  A  further  clarification.  We  are  not  talking 
about  lowering  costs  or  about  preventing  cost  increases;  we  are 
talking  about  constraining  those  future  costs  increases  right  now 
with  the  exception,  say,  of  the  past  year.  With  the  specter  of  cost 
controls  hanging  over  our  heads,  there  has  been  some  moderation 
in  the  increase  in  health  costs.  There  has  still  been  a  significant 
increase,  but  not  as  great  as  there  had  been,  say,  in  the  prior  5  or 
6  years. 

What  we  are  talking  about  is  trying  to  reduce  those  future  cost 
increases  from  what  they  would  be  without  the  cost  controls.  That 
doesn't  detract  fi-om  the  validity  of  your  comments  that  you  have 
to  stick  with  those  controls  if  they  are  going  to  be  effective. 

We  have  had  some  good  fortune  in  western  New  York,  both  in 
Buffalo  and  the  Rochester  area. 

Mr.  Sheils.  My  hometown. 

Chairman  LaFalce.  Which  is  your  hometown? 

Mr.  Sheils.  Rochester. 

Chairman  LaFalce.  I  didn't  realize  that.  Actually,  the  cost  in 
Buffalo  has  been  even  lower  than  the  cost  in  Rochester.  Almost 
identical,  according  to  the  latest  statistics  I've  read.  Part  of  the  rea- 
son is  that  we  do  have  community  rating.  But  much  more  impor- 
tant is  the  fact  that  we  do  have  some  regulation  of  what  can  or 
can't  be  done. 

You  have  the  Health  Systems  Agency  of  the  western  New  York- 
Genesee  region,  et  cetera,  and  you  have  these  planning  and  ap- 
proval processes  that  cover  most  health  services.  This  has  helped 
contain  costs  quite  effectively.  Very  often  you  have  to  say,  OK,  we 
have  to  consolidate;  we  can't  have  as  many  beds,  and  therefore, 
must  have  some  closures.  I  don't  think  that  has  detracted  from  the 
quality  of  the  health  care  one  iota. 

Let's  go  on  to  Dr.  Poshard. 

Mr.  Poshard.  Thank  you,  Mr.  Chairman.  I  was  interested  in  a 
couple  of  the  conclusions  that  you  folks  drew  from  your  analysis  on 
health  care  reform.  One  statement  here  is  that,  first,  the  growing 
health  care  inefficiency  is  diverting  resources  which  could  instead 
be  invested  in  other  areas  —  education,  infrastructure  and  so  on. 

I  am  concerned  about  the  inefficiency  in  the  system,  too,  and  how 
that  affects  our  eventual  ability  to  compete  with  respect  to  the  14 
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percent  of  the  GDP  that  we  are  spending  on  health  care  in  this 
country  now, 

I  represent  a  rural  area,  and  I  have  hospitals  in  my  district  right 
now,  45-50  bed  hospitals,  that  are  seeing  an  average  of  five  pa- 
tients a  day.  That  is  their  average  load.  We  have  ambulance  serv- 
ices that  stop  at  the  county  line,  that  will  not  cross  a  political 
boundary  because  of  arbitrary  political  boundaries  that  divide  us. 

When  I  look  at  our  entire  health  care  system,  it  is  fraught  with 
inefficiency,  which  I  think  contributes  a  great  deal  to  the  14  per- 
cent GDP  that  we  spend. 

Now,  what  I  am  interested  in  knowing  is,  in  your  judgment,  does 
the  President's  plan  for  regional  alliance  structures  deal  with  that 
type  of  inefficiency  and,  therefore,  lower  productivity  in  the  health 
care  system,  in  the  delivery  mechanism  itself;  or  does  it  make 
eliminating  inefficiencies  more  difficult?  And  what  would  the  sin- 
gle-payer approach  do  on  a  national  level  for  our  ability  to  rid  our- 
selves of  the  great  inefficiency  that  is  in  the  system  currently? 

All  of  these  things,  in  my  judgment,  impact  our  productivity  and 
our  competitive  standing  with  respect  to  health  care. 

Mr.  Sheils.  In  fairness  to  the  administration's  proposal,  the  pur- 
pose of  the  alliance  is  to  create  an  environment  where  managed 
care  plans  will  flourish.  I  know  managed  care  is  a  very  controver- 
sial issue.  People  have  a  lot  of  problems  with  it.  But  the  fact  is  that 
if  you  want  to  control  costs  without  cutting  quality,  the  only  way 
to  do  that  is  through  efficiency.  The  purpose  of  the  managed  care 
plan  —  in  fact,  they  call  them  "organized  systems  of  care"  —  is  to 
organize  all  of  the  providers  so  that  they  can  coordinate. 

You  have  seven  physicians,  often,  seeing  a  single  patient;  you 
need  to  coordinate  that.  You  need  to  think  about  where  you  are 
going  to  do  your  surgeries,  which  hospital  makes  the  most  sense, 
where  you  can  get  the  best  price.  The  managed  care  plans  offer  the 
potential  to  introduce  those  efficiencies  in  the  system. 

Managed  care  plans  did  evolve  in  the  private  sector.  They  did  not 
come  from  single-payer  programs  across  the  world.  In  fact,  other 
programs  throughout  the  world,  including  Canada,  are  attempting 
to  adopt  much  of  what  we  do  in  managed  care.  It  is  sort  of  an  irony 
here,  the  highest  rate  of  growth  of  inflation  and  health  care  cost, 
and  people  are  looking  to  us  as  leaders  in  cost  containment,  which 
is  a  little  —  but  the  idea  is  to  encourage  that. 

The  question  is,  will  the  idea  achieve  the  result?  And  that  is 
where  we  don't  know  the  answer.  Within  3  years,  we  are  going  to 
run  three  out  of  every  four  Americans  through  a  health  alliance 
into  that  program.  Half  a  trillion  dollars  will  go  through  which,  at 
this  time,  are  untried,  untested  and  do  not  now  exist. 

Now,  I  know  what  they  are  trying  to  do,  and  I  admire  them  for 
trying  to  do  it,  but  you  have  to  acknowledge  the  risks  associated 
with  pursxiing  that  approach. 

An  alternative  approach  which  does  not  get  the  same  kind  of  fan- 
fare, but  is  to  do  things  which  encourage  the  evolution  of  managed 
care  in  today's  system.  Self-insured  plans,  interestingly,  have 
formed  —  large  employer  plans  have  formed  a  marketplace  where 
managed  care  innovators  have  marketed  their  wares;  it  is  a  thriv- 
ing marketplace. 
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You  go  in,  you  knock  on  doors,  you  sell  it  to  somebody,  they  be- 
lieve in  it;  and  if  it  doesn't  work,  you  are  out  of  business,  you  go 
broke.  If  it  works,  you  start  to  make  some  money.  So,  that  is  a 
marketplace  which  is  created  —  which  has  been  the  birthplace  of 
much  of  what  we  have  learned  about  health  care. 

It  is  not  that  the  employers  do  the  innovating,  it  is  the  market- 
place does  that  innovation.  So,  there  is  a  valuable  component  of  our 
system  that  we  ultimately  might  want  to  get  rid  of  and  incorporate 
into  these  alliance  structures. 

But  the  question  is,  do  you  want  to  rush  to  that  within  3  years 
for  an  untested  program?  We  have  no  results  whatsoever  yet  to 
show  for  it.  I  think  that  is  the  dilemma.  It  may  be  too  much  too 
quickly,  and  it  may  be  too  early.  I  believe  it  is  too  early  to  abandon 
those  things  that  have  been  shown  to  work.  I  mean,  we  are  going 
to  have  —  if  you  straight-line  the  trends,  we  will  have  almost 
three-quarters  of  the  private  sector  in  some  sort  of  managed  care 
plan  by  the  end  of  the  century,  even  if  we  don't  do  anything  at  all. 

Now,  why  would  we  create  a  nationwide  bureaucracy,  if  you  will, 
charged  with  intervening  in  a  trend  that  is  moving  in  the  desired 
direction  at  a  rapid  pace?  It  is  a  serious  question.  There  rre  good 
answers  to  that  question.  A  small  group  is  very  hard,  to  bring  them 
in,  and  we  may  need  to  do  something  in  our  alliances  for  small 
groups  who  are  just  not  getting  this  kind  of  managed  care  innova- 
tion in  the  small  group  market.  It  just  isn't  happening. 

The  insurance  market  reform  will  help,  but  there  are  real  ques- 
tions as  to  just  how  much  intervention  we  really  need  to  introduce 
at  this  point  to  achieve  the  efficiencies  which  we  are  talking  about. 
If  you  control  costs  by  just  capping  spending  and  you  don't  realize 
efficiencies,  if  it  compromises  the  quality  of  health  care,  well,  that 
is  not  improving  efficiency.  What  do  we  call  that,  a  welfare  loss? 
People  are  worse  off,  people  may  not  be  as  productive. 

So,  cost  control  through  efficiency  really  is  the  right  way  to  go. 
Ultimately,  the  alliance  structure  may  be  exactly  right.  I  just  shud- 
der at  the  thought  of  trying  to  do  that  in  3  years. 

Mr.  POSHARD.  OK. 

Mr.  Chairman,  I  will  ask  the  other  Members  to  comment  on  that 
also,  if  they  would  care  to. 

Would  you  concur  with  Mr.  Sheils  on  that  point,  or  do  you  differ? 

Mr.  BoswoRTH.  It  is  not  an  area  that  I  have  anything  particular 
to  add. 

Mr.  Bergsten.  No.  It  is  the  same  here. 

Mr.  Chairman,  now  that  Mrs.  Meyers  has  come  back,  I  want  to 
add  a  point  to  my  answer  to  her  earlier  question.  It  is  a  very  im- 
portant one  for  the  committee  as  a  whole. 

Our  Competitiveness  Policy  Council  has  not  taken  a  position  on 
the  separate  bills  that  are  now  before  the  Congress,  but  we  did 
come  to  a  conclusion  that  I  think  goes  to  her  question  —  and  I  am 
quoting  now  from  our  latest  report  to  the  President  and  the  Con- 
gress, "An  employer  mandate  should  not  hurt  our  firms  as  they 
compete  in  international  markets." 

The  reason  is  the  one  we  have  all  been  stressing,  that  over  time 
the  health  care  component  of  total  compensation  to  workers  tends 
to  get  netted  out  by  changes  in  other  aspects  of  that  compensation 
package.  So,  when  you  are  focusing  on  the  employer  mandate  ques- 
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tion,  you  have  lots  of  considerations,  and  he  mentioned  a  number 
of  them.  But  it  is  our  judgment  that  one  should  not  reject  the  em- 
ployer mandate  notion  on  the  grounds  that  it  might  hurt  the  inter- 
national competitiveness  of  our  firms,  because  we  don't  think  it 
will. 

Mrs.  Meyers.  I  would  love  to  add  to  it,  but  I  won't,  Mr.  Chair- 
man. 

Chairman  LaFalce.  Mr.  Ramstad. 

Mr.  Ramstad.  Thank  you,  Mr.  Chairman.  So,  just  to  follow  up, 
Mr.  Bergsten,  the  segue,  as  well,  into  a  question  that  I  had  before 
reading  a  recent  piece  by  an  economist,  Lawrence  Kudlow  who 
maintains  that  it  is  unfortunate  that  few  policymakers  in  Washing- 
ton realize  that  "As  a  result  of  repeated"  —  and  I  am  quoting  now 
—  "a  result  of  repeated  payroll  tax  increases  in  the  1970's  and 
1980's,  i.e.,  the  mandate  in  the  current  legislation,  middle-class 
wage  earners  shoulder  a  higher  tax  burden  today  than  they  did  in 
the  1960's."  Kudlow  notes  that  businesses  and  jobs  have  suffered, 
as  well  as  American  competitiveness. 

So,  you  would  disagree  with  his  thesis  then? 

Mr.  Bergsten.  Yes. 

Mr.  Ramstad.  There  is,  in  your  judgment,  no  causal  connection 
or  not  as  much  as  he  maintains? 

Mr.  Bergsten.  Well,  it  is  a  very  complicated  story  about  the 
overall  trend  of  American  compensation,  and  certainly  we  in  our 
Competitiveness  Policy  Council  have  worried  about  the  relative 
stagnation  of  the  wage  level. 

But  as  Dr.  Bosworth  pointed  out  earlier,  and  I  reiterated  a  mo- 
ment ago,  one  of  reasons  that  wages  have  not  risen  very  fast  is  be- 
cause other  parts  of  the  compensation  package  have  risen  quite 
fast  —  to  wit,  health  care  costs  —  and  there  has  been  that  offset 
within  the  overall  compensation  package. 

All  the  studies  show  that  the  total  cost  of  compensation  to  Amer- 
ican industry,  and  therefore  its  ability  to  compete,  has  essentially 
not  been  affected  by  these  separate  components.  It  is  what  econo- 
mists call  partial  equilibrium  analysis. 

Kudlow  looks  at  social  security  taxes;  they  have  gone  up  terribly, 
but  what  the  studies  show  is  that  other  costs  to  business  have  gone 
up  less  as  a  result.  From  the  workers'  standpoint,  since  that  hap- 
pens to  be  take-home  pay,  it  is  not  such  a  good  deal;  and  we  would 
like  to  cut  the  cost  of  health  care  benefits  and,  therefore,  provide 
an  option  for  higher  take-home  wages.  We  think  that  would  be  a 
good  tradeoff. 

But  in  terms  of  the  net  effect  on  America's  ability  to  compete,  I 
would  be  very  skeptical,  based  on  what  practicallv  all  of  the  studies 
on  the  aggregate  cost  to  American  industry  would  show. 

Mr.  Ramstad.  Dr.  Bosworth,  would  you  care  to  comment  on  that? 

Mr.  Bosworth.  I  think  the  first  part  of  Kudlow's  statement  is 
right,  that  there  has  been  a  shift  in  the  United  States,  if  you  in- 
clude social  security  as  part  of  taxes  —  and  there  is  always  a  de- 
bate over  that;  if  you  include  that,  there  has  been  a  significant  in- 
crease in  the  share  of  taxation  in  the  United  States  that  falls  on 
workers  as  opposed  to  other  sources  of  income.  It  is  mainly  due  to 
this  increase  in  the  social  security  tax.  That  is  almost  exclusively 
in  the  1970's. 
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The  1980's  has  seen  very  little  increase  in  employment  taxes.  I 
think  the  real  thing  that  is  driving  the  decline  in  American  work- 
er's welfare  is  the  lack  of  productivity  growth  and,  therefore,  the 
low  growth  in  real  wages,  whether  you  measure  before  or  after 
compensation.  There,  I  think,  his  explanation  is  too  simple  about 
there  are  a  lot  of  factors  responsible  for  the  productivity  growth  in 
the  U.S.,  including  that  we  don't  save  and  we  don't  invest  anything 
anymore.  But  to  just  point  to  taxes  on  wages  as  responsible  for 
this,  I  think  is  a  bit  overstating. 

Mr.  Ramstad.  Mr.  Sheils,  just  a  follow-up  to  the  Ranking  Mem- 
ber's question:  You  responded  that  tort  reform,  I  believe  you  said 
—  and  we  are  presumably  alluding  to  one  of  the  pieces  of  legisla- 
tion; I  don't  know  which  tort  reform  you  are  alluding  to,  but  — 
would  save  or  could  potentially  save  10  percent,  result  in  a  10  per- 
cent cost-saving  in  health  premiums? 

Mr.  Sheils.  No.  I  was  saying  that  the  combination  of  things  that 
I  was  talking  about  —  administrative  savings  in  particular,  the 
benefits  package,  the  combination  of  all  of  these  things  we  have 
been  discussing  —  I  can't  imagine  banking  on  much  better  than  a 
10  percent  savings  associated  with  those. 

Mr.  Ramstad.  Are  we  talking  about  a  best  case  scenario  of  the 
best  tort  reform,  we  are  going  to  eliminate  joint  and  several  liabil- 
ity and  punitive  damages  and  have  some  real  tort  reform  and  some 
real  administrative  cost  savings?  You  are  saying  the  best  case  sce- 
nario for  the  maximum  amount  of  cost  savings  would  be  10  percent 
in  most  areas? 

Mr.  Sheils.  I  would  say  that  that  is  probably  true.  We  have  done 
studies  on  malpractice  reform,  and  we  have  attempted  to  estimate 
savings  from  insurance,  the  malpractice  insurance  itself,  in  defen- 
sive medicine.  The  numbers  are  not  anything  that  would  add  up 
to  a  magic  bullet.  They  are  significant  numbers,  though.  They  are 
in  the  tens  of  billions  over  5  years.  I  think  it  is  as  much  as  $50 
billion  in  potential  savings  we  get  over  5  years. 

That  is  important,  that  is  an  important  number,  but  does  it  rep- 
resent anything  that  is  going  to  reduce  the  price  of  insurance  to  the 
point  where  if  we  are  only  making  $8,000  a  year,  with  three  kids, 
we  can  afford  to  go  out  and  buy  a  family  policy?  No,  I  don't  think 
there  is  anything  in  our  reform  ideas  that  could  accomplish  that. 

That  is  where  the  need  for  subsidies  for  that  population  comes 
in. 

Mr.  Ramstad.  I  understand  more  clearly  now  your  point. 

Mr.  Chairman,  I  don't  have  any  further  questions.  I  would  just 
ask  unanimous  consent  that  my  opening  statement  be  included  in 
the  record  of  today's  hearing. 

Chairman  LaFalce.  Without  objection. 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Kim. 

Mr.  Kim.  Thank  you,  Mr.  Chairman.  First  of  all,  I  would  like  to 
ask  unanimous  consent  to  submit  my  written  statement  as  part  of 
the  record.  Thank  you. 

[Mr.  Kim's  statement  may  be  found  in  the  appendix.] 

Mr.  Kim.  I  have  a  couple  of  questions  for  any  panel  member. 

The  way  I  understand  the  Clinton  plan,  which  exempts  several 
categories,  several  groups  —  one  group  is  super-large  employers, 
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which  is  defined  as  an  employer  who  has  more  than  5,000  employ- 
ees, are  exempted  from  this  plan.  I  don't  understand  why. 

Do  you  have  any  logical  answer  for  why  the  Clinton  plan  ex- 
empts the  big,  giant  employer?  That  is  my  first  question. 

My  second  question  is,  other  big  corporations  with  maybe  2,000 
employees,  3,000  employees  —  less  than  5,000,  but  still  big  employ- 
ers —  their  premiums  are  capped  from  3.5  percent  up  to  7.9  per- 
cent. 

Now,  I  used  to  own  a  business  myself,  and  I  used  to  pay  around 
10  to  14  percent.  If  they  capped  it  at  7.9  percent,  could  have  made 
a  lot  of  profit  out  of  this  health  plan.  Now,  who  pays  the  difference? 

It  seems  to  me  small  business  will  end  up  paying  the  difference. 
Why  are  you  allowing  the  extra  profit  for  those  big  corporations 
anyway?  That  is  my  second  question. 

The  final  question  is,  again,  Federal  employees  are  exempt  from 
this  program  at  least  the  first  5  years.  Why  is  it,  can  you  explain 
to  me,  any  one  of  you,  what  is  the  logic  behind  this? 

Mr.  Sheils.  There  is  some  —  this  is  the  biggest  bill  I  have  ever 
seen  in  my  life,  and  there  are  lots  of  things  in  it  that  are  fairly  con- 
fusing and  difficult  to  follow,  even  for  us  who  are  supposed  to  be 
experts  in  it. 

To  say  that  large  employers  are  exempt  from  this  is,  strictly 
speaking,  not  true.  Large  firms  will  have  to  cover  all  of  their  work- 
ers, 5,000  or  more  workers;  and  in  facts,  many  large  companies 
don't  cover  all  of  their  workers.  There  are  some  large  retail  estab- 
lishments; there  are  some  large  food,  fast  food  chains,  for  example, 
who  are  going  to  incur  substantial  costs  because  they  will  have  to 
cover  their  workers. 

What  the  Clinton  plan  does  for  them  —  the  Federal  Government 
is  already  covering  its  workers;  it  is  well  up  to  the  standard  that 
HSA  is  requiring,  so  they  are  just  required  to  continue  what  they 
are  doing,  which  is  to  say  that  they  are  already  up  to  snuff. 

Mr.  kSm.  Let  me  interrupt  you.  You  would  have  to  join  regional 
alliances  also 

Mr.  Sheils.  That  is  the  point.  That  is  the  thing.  The  large  com- 
panies have  the  option  of  forming  what  we  call  a  "corporate  alli- 
ance," which  means  that  you  can  either  participate  in  this  regional 
alliance,  or  you  can  go  it  alone,  and  you  can  run  your  own  benefits. 
You  have  to  do  just  as  much  for  your  workers. 

Mr.  Kim.  Does  small  business  have  the  same  option? 

Mr.  Sheils.  Small  business  does  not. 

Mr.  Kim.  That  is  why  they  were  exempted. 

Mr.  Sheils.  So  the  larger  employer  is  exempted  from  the  require- 
ment that  they  participate  in  the  alliance,  and  that  is  a  significant 
benefit  to  large  companies  because  the  premium  in  the  regional  al- 
liance is  going  to  be  a  good  deal  higher  than  it  is  for  large  compa- 
nies, and  that  is  because  the  regional  alHance  is  going  to  include 
a  lot  of  Medicaid  people  and  some  other  people  who  are  fairly  ill. 
But  if  the  corporate  alliance,  the  large  company,  wants  to  pull 
out  of  the  regional  alliance,  they  are  going  to  have  to  send  the  gov- 
ernment a  check  for  1  percent  of  payroll.  They  are  going  to  have 
to  pay  a  1  percent  payroll  tax;  and  that  is  a  pretty  sizable  —  siz- 
able penalty,  if  you  will  —  for  opting  out  of  the  regional  alliance. 
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We  don't  think  a  lot  of  firms  are  going  to  want  to  do  it,  because 
the  penalty  is  so  great. 

The  subsidies  for  small  business:  Small  businesses  will  face  — 
will  get  some  substantial  subsidies  here,  and  a  lot  of  —  interest- 
ingly, about  half  of  the  subsidies  to  employers  in  this  program  will 
go  to  fiirms  that  already  offer  insurance,  like  your  company.  A  lot 
of  the  subsidies  will  go  to  your  company.  Those  subsidies  will  be 
paid  for  by  a  variety  of  things,  basically  general  revenues.  But  thejy^ 
are  going  to  be  cutting  Medicaid  spending,  cutting  Medicare  spend- 
ing; they  will  be  providing  a  payroll  tax. 

Some  of  the  Medicare  cuts,  interestingly,  are  beneficiaries  paying 
more  for  their  own  care,  and  that  money  is  being  used  to  pay  for 
all  of  these  subsidies  that  we  are  now  going  to  send  back  to  the 
small  employers,  including  your  firm,  which  was  already  providing 
insurance. 

Mr.  Kim.  Excuse  me.  Before  you  go  on,  Mr.  Chairman,  am  I  al- 
lowed to  ask  questions  while  he  is  making  a  presentation? 

Chairman  LaFalce.  You  are  allowed.  We  try  to  confine  the 
Members  to  approximately  5  minutes.  Within  that  5  minutes,  you 
are  allowed  to  do  most  anything  you  would  like. 

Mr.  Kim.  Thank  you. 

You  mentioned  that  a  medium-sized  company  would  be  sub- 
sidized by  the  government.  I  have  to  disagree  with  that.  You  know 
that  Medicare  is  proposed  to  be  cut  by  $127  bilhon.  At  the  same 
time,  the  Clinton  plan  offers  extended  coverage  on  long-term  care. 
Also,  there  will  be  some  government  subsidies.  So,  I  don't  see  how 
that  can  generate  a  better  plan  for  less  money. 

But  what  about  the  difference  between  the  7.9  percent  cap  versus 
what  a  business  actually  pays  right  now?  That  difference  has  to  be 
subsidized  by  something;  I  don't  see  how  that  can  be  subsidized  by 
cuts  in  Medicare  or  other  trimming  or  streamlining. 

You  have  a  lot  of  other  things  to  subsidize  also,  and  36  million 
people  have  to  be  provided  insurance.  They  are  not  subsidized. 

Going  back  to  the  first  comment  you  made,  the  1  percent  penalty, 
that  eventually  all  businesses  will  join  the  government  mandated 
program.  Why  don't  you  do  it  that  way  instead  of  doing  it  by  a  de- 
ceptive sort  of  scheme  to  force  them  to  join  the  government-man- 
dated regional  alliances.  I  don't  think  it  is  a  very  honest  plan. 

Explain  it  to  me,  please. 

Mr.  Sheils.  I  am  not  sure  I  can  explain  all  that  went  into  decid- 
ing why  they  felt  this  was  the  appropriate  policy.  It  is  important 
to  understand  the  employer  is  being  called  upon  to  participate  in 
a  community-rated  pool  in  the  regional  alliance  and  cross-subsidize 
these  high-cost  people  I  have  mentioned  earlier. 

The  employer  actually  is  going  to  help  pay  for  a  lot  of  the 
nonworking  population  under  the  Health  Security  Act.  That  is 
something  we  discuss  in  the  report.  It  is  very  important.  Employers 
are  going  to  pay  about  15  percent  more  than  the  actual  cost  of  cov- 
ering their  workers  by  participating  in  the  regional  alliance,  and 
that  money  is  going  to  be  used  to  help  pay  for  nonworking  people, 
simply  by  virtue  of  the  fact  that  they  are  using  a  community  rate. 

Now,  they  want  workers  in  the  alliance  to  help  provide  that  sub- 
sidy, this  cross-subsidy,  this  15  percent  bump  in  the  premiums,  so 
that  they  can  help  pay  for  these  nonworkers.  That  is  important 
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from  the  Federal  Government's  perspective  because  the  nonworkers 
are  going  to  require  subsidies,  and  it  reduces  the  Federal  subsidy 
cost.  It  is  a  very  complicated  way  of  forcing  the  employer  to  help 
cross-subsidize  this  non working  population. 

It  may  be  appropriate  to  call  upon  employers  to  provide  this 
cross-subsidy.  The  1  percent  payroll  tax  is  done  in  lieu  of  partici- 
pating in  this  cross-subsidy.  You  don't  escape  the  cross-subsidy; 
you  pay  that  in  lieu  of  it. 

It  may  be  appropriate  to  ask  employers  to  do  that  through  com- 
munity rating.  I  certainly  have  no  position  on  that. 

But  I  think  where  you  are  going  is,  I  think  you  would  like  to  see 
it  explained  in  plain  English  —  I  hope  I  have  helped  a  little  bit. 
But  you  would  like  to  see  it  explained  so  that  people  understand 
that  that  is  how  we  are  going  to  make  this  thing  work. 

I  don't  have  any  objection  to  doing  it,  and  I  am  not  sure  anybody 
does;  it  is  just  that  we  need  to  understand  it. 

Chairman  LaFalce.  I  think,  Mr.  Kim,  we  are  going  to  have  to 
go  on  to  the  next  panelist. 

Mr.  Kim.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman.  Sorry  I 
was  not  here  for  all  of  the  testimony.  This  committee  —  and  my 
particular  concern  is  not  how  this  health  care  may  affect  us  inter- 
nationally, because  the  big  companies  aren't  really  going  to  perfect 
it,  and  most  of  them  are  participating  internationally;  but  how  is 
it  going  to  affect  the  small  businesses  of  our  Nation  which  are  real- 
ly the  engines  for  new  growth? 

If  you  look  at  the  population  which  is  underinsured  or  uninsured, 
it  is  a  growing  population,  but  primarily  in  service-oriented  indus- 
tries such  as  restaurants,  agricultural-type  industries,  other  types 
of  service  industries,  not  those  which  typically  would  be  involved 
in  international  business.  So,  that  to  say  that  the  conclusion  is  that 
it  will  not  affect  our  international  competitiveness  might  be  an  ap- 
propriate conclusion,  but  it  may  miss  the  mark  relative  to  the  im- 
portance of  this  committee,  which  is,  what  does  it  do  to  the  small 
business  growth  in  our  commimity,  and  to  those  people  who  are 
hoping  to  be  employed  and/or  hoping  to  have  a  company? 

From  the  restaurants'  standpoint,  I  think  it  will  have  a  devastat- 
ing consequence.  My  observations  are  that  most  restaurants  do  not 
provide  health  insurance;  if  they  are  required  to,  they  will  hire 
fewer  people,  they  will  hire  part-time  people  and  will  see  some  sort 
of  scheming  to  develop  pools  of  outside  organizational  groupings  so 
that  they  can  avoid  this;  and  I  think  it  is  going  to  have  a  devastat- 
ing consequence. 

Not  that  there  can't  be  some  contribution  from  employers,  but  I 
think  80  percent  as  contemplated  is  too  much.  If  we  could  then 
focus  on  those  small  businesses  in  our  community,  since  you  said 
it  would  not  affect  us  internationally,  how  will  it  affect  us  domesti- 
cally at  the  small  business  level  in  your  opinion? 

Mr.  Bergsten.  I  am  going  to  defer  to  Dr.  Bosworth,  who  is  an 
expert  on  that  and  said  some  things  on  it  before  you  came  in  that 
might  bear  repeating. 

Mr.  Machtley.  That  is  called  a  pass-off  in  basketball. 
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Mr.  Bergsten.  That  is  right.  I  am  point  guard,  and  I  just  hit  my 
postman. 

Mr.  BoswoRTH.  I  am  not  going  to  repeat  them  all. 

Mr.  Machtley.  I  don't  mean  for  you  to  repeat  them. 

Mr.  BoswoRTH.  This  was,  unfortunately,  addressed  before  you 
came  in. 

I  think  that  two  effects  —  again,  to  emphasize  for  you,  I  think 
overall  it  will  hurt  small  business.  People  will  move  from  small 
firms  to  large  firms.  Now,  how  you  feel  about  that  depends  on  what 
you  start  with. 

From  an  economic  perspective,  the  current  situation  is  a  very 
unlevel  playing  field  that  large  employers  pay  higher  wages,  pro- 
vide pension  benefits  and  health  care,  and  then  find  the  spouses 
of  their  employers  go  out  and  find  a  job  with  a  company  that  does 
not. 

For  restaurants,  which  is  the  best  case,  though,  I  think  the  inter- 
esting issue,  if  one  restaurant  is  forced  to  provide  health  care  in- 
surance, they  will  go  out  of  business.  If  all  restaurants  are  forced 
to  provide  health  care  insurance,  people  have  still  got  to  eat,  and 
what  happens  is  they  will  all  raise  their  prices  and  be  left  in  rel- 
atively the  same  situation. 

Now,  what  it  will  do  is  like  what  you  see  in  Europe.  Now,  there 
are  restaurants  in  Europe  and  they  have  health  insurance  for  ev- 
erybody. The  difference  is  that  eating  in  a  restaurant  in  Europe  is 
considerably  more  expensive  than  it  is  in  the  United  States,  be- 
cause labor  costs  in  restaurants  in  Europe  are  higher  than  in  the 
United  States.  So,  people  will  tend  to  eat  a  little  bit  more  at  home; 
I  think  that  is  right,  a  little  bit  more  like  the  European  habit. 

But  the  real  issue  for  small  business,  what  they  tend  to  think  of 
too  much  is,  this  is  something  I  am  going  to  have  to  do  and  none 
of  my  competitors  are  going  to  have  to  do.  If  so,  it  will  destroy 
them.  But  the  real  issue,  if  I  have  to  do  exactly  what  my  competi- 
tors have  to  do,  we  will  all  just  pass  it  forward  in  prices. 

The  analogy  is,  did  the  social  security  t£ix  destroy  restaurants? 
No. 

Mr.  Machtley.  If  I  could  respond  to  that,  what  I  am  hearing 
from  people  is  not  that  they  would  take  the  position  that  you  are 
taking,  but  they  are  saying,  if  I  have  to  pay  more,  I  am  not  going 
to  stay  in  this  business;  I  am  going  to  get  out  of  the  business  be- 
cause I  am  barely  making  a  profit  today;  and  therefore,  what  we 
will  see  is  not  a  massive  change  in  just  the  cost  of  meals,  dealing 
with  the  issue  of  restaurants,  but  I  think  we  are  going  to  see  a 
massive  termination  of  people  willing  to  take  risks  in  small  busi- 
ness. 

David  Birch,  I  am  sure  you  have  read  his  material,  says  that  the 
engine  that  is  going  to  drive  jobs  in  this  country  is  the  small  busi- 
nesses, and  people  are  going  to  say,  why  would  we  want  to  get  into 
a  risk  investment  where  we  can't  make  a  profit  because  our  cost 
of  doing  business  on  day  one  is  beyond  what  we  can  possibly  con- 
template. 

So,  the  issue  is  not  people  saying,  well,  let's  stick  around  because 
we  will  all  be  in  the  same  position;  it  is  the  situation  that  I  am 
hearing,  that  I  am  not  getting  into  it,  or  I  am  getting  out  of  it  be- 
cause I  don't  want  to  be  in  an  uncompetitive,  unprofitable  business. 
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Mr.  BoswoRTH.  People  will  get  into  businesses  wherever  there  is 
a  profit  to  be  made.  If  the  initial  reaction  is  that  a  lot  of  people 
who  are  now  in  the  restaurant  business  get  out  of  it,  I  guarantee 
you  there  are  a  lot  of  people  who  will  immediately  come  right  back 
into  it,  because  they  will  be  able  to  make  money. 

I  don't  blame  small  business  for  thinking  of  it  this  way.  They 
look  at  their  books  right  now  and  the  prices  that  they  are  receiv- 
ing, and  they  say,  could  I  afford  to  pay  this?  No,  I  am  out  of  busi- 
ness. But  what  they  don't  understand  is  that  their  competitors  will 
have  to  pay  the  same. 

Consumers  should  expect  that  restaurant  meal  prices  are  going 
to  go  up  in  the  United  States.  They  are  the  ones  who  will  pay.  Peo- 
ple who  eat  at  restaurants  will  pay  a  significantly  higher  price  in 
the  United  States  under  health  care  reform  to  small  business  than 
they  do  now.  Those  costs  will  be  passed  forward. 

In  reaction  to  that,  they  will  eat  a  few  less  meals  out,  but  not 
very  many.  All  of  the  empirical  evidence  says  the  decision  to  eat 
out  or  eat  at  home  is  not  terribly  sensitive  to  relative  price.  So, 
there  will  be  a  market  reaction. 

They  always  doubt  this;  every  time  the  minimum  wages  go  up, 
they  say,  everyone  is  going  out  of  business  —  every  time  social  se- 
curity goes  up. 

Chairman  LaFalce.  Dr.  Bosworth,  could  you  expand  upon  that, 
because  I  think 

Mr.  Bosworth.  I  just  told  you  all  I  know. 

Chairman  LaFalce.  The  point  is  on  the  minimum  wage  increase. 
The  minimum  wage  very  often  would  follow  inflation,  which  could 
be  3  to  4  percent  per  year.  There  would  be  a  cap  for  small  busi- 
nesses although  we  don't  know  what  it  is  going  to  be  in  a  final  bill, 
if  there  is  a  final  bill.  In  the  President's  proposal  the  cap  3.5  to  7.9 
percent  of  payroll.  Most  of  your  restaurants  would  qualify  for  the 
lower  cap,  the  3.5,  4.0,  or  what  have  you,  which  is  roughly  com- 
parable to  1  year's  increase  in  cost  of  living  or  to  an  increase  in 
the  minimum  wage. 

Mr.  Bosworth.  Your  qualifications  are  very  important,  because 
when  you  actually  turn  to  any  real  proposal  —  the  point  you  made 
earlier  —  nobody  intends  to  make  small  business  pay.  I  am  not 
saying  —  I  am  in  a  little  bit  different  position  on  it. 

I  am  talking  about  the  case,  suppose  small  business  really  did 
have  to  pay.  Suppose  there  was  a  level  playing  field  that  large  com- 
panies could  compete  for  labor  on  exactly  the  same  basis  as  small 
companies?  I  am  telling  you,  even  then,  there  is  not  a  major  impact 
if  all  of  your  competitors  have  to  pay  the  same  thing. 

Nobody  believes  that.  So,  up  here  you  have  these  elaborate  sub- 
sidy programs  to  try  to  promote  the  small  business,  and  then  you 
wonder  why  it  is  that  big  companies  are  downsizing,  outsourcing 
and  shifting  their  employment  relations.  It  is  a  zero  sum  game  as 
people  are  being  shifted  from  one  type  of  employer  to  another. 

Mr.  Sheils.  But  isn't  the  assumption  here  that  —  it  might  be  too 
strong  to  assume  that  it  is  all  going  to  go  forward  in  prices;  I  mean, 
it  may  come  out  of  wages.  We  have  reason  to  believe  that  it  will. 
Ask  anyone  in  the  union;  they  say  that  health  care  costs  have  erod- 
ed their  ability  to  see  wage  growth.  So,  we  should  expect  to  see 
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some  of  it  come  out  of  the  people's  wages,  probably  a  substantial 
amount. 

I  think  one  of  the  reasons  that  you  find  small  business  is  con- 
cerned about  this  is  that  a  lot  of  the  small  businesses  are  self-em- 
ployed establishments,  and  it  comes  out  of  their  wages  in  a  sense; 
and  I  can  see  why  somebody  would  say,  well,  I  am  going  to  get  out 
of  this  business,  because  my  wages  are  going  to  go  down.  That,  too, 
is  a  potential  outcome 

Mr.  BoswoRTH.  Most  employers  in  small  business  have  health 
insurance.  I  mean,  I  just  —  I  can't  go  along  with  that  characteriza- 
tion at  all,  because  most  of  them  buy  it  as  an  individual  plan  or 
through  some  association,  that  they  are  a  member  of,  that  offers 
a  group  plan. 

So,  to  say  that  small  business  employers  are  worried  about  this 
because  it  is  going  to  reduce  their  effective  wage,  no.  I  think  they 
are  looking. 

Mr.  Machtley.  If  I  may  reclaim  my  question  here,  I  think  what 
the  gentleman  is  pointing  out  is,  and  I  would  strongly  disagree 
with  your  idea  that  everyone  believes  that  this  is  going  to  work. 
We  believe  that  they  know  their  net  profit  —  the  owners  who  are 
taking  the  risk  —  is  going  to  be  less,  because  they  are  going  to 
have  to  pay  more  overhead  for  health  care;  and  it  is  their  ultimate 
profit  motive  that  gets  people  into  small  businesses,  not  because 
they  think  they  are  going  to  lose  money. 

It  is  not  their  salary.  They  don't  take  a  salary;  they  take  a  check 
based  on  what  is  left.  I  am  telling  you  right  now,  people  do  not  buy 
this  bureaucratic  pabulum  which  is  coming  out  of  Washington  that, 
don't  worry  because  you  will  all  be  in  this  same  category  of  com- 
petitiveness. They  are  looking  at  the  bottom  line;  and  those  are  the 
people  who  are  in  the  real  world  outside  of  what  I  call  this  Ber- 
muda Triangle  of  great  ideas.  When  good  ideas  come  to  Washing- 
ton, they  are  never  heard  fi-om  again. 

So,  I  am  sorry,  I  just  can't  sit  here  quietly  and  accept  your  aca- 
demic assumptions  of  what  will  happen.  I  know  what  happens  in 
the  real  world. 

Mr.  Sheils.  I  am  almost  sorry  I  got  involved  in  this,  but  I  think 
there  is  much  to  what  Barry  is  saying,  and  it  is  true,  there  are  res- 
taurants in  Europe  and 

Mr.  Bergsten.  Even  in  Japan. 

Mr.  Sheils.  Yes.  I  can  assure  you  that  the  Health  Security  Act 
does  not  mean  the  end  of  home-delivered  pizza  in  the  United 
States.  We  are  still  going  to  call  for  those  pizzas,  we  will  pay  a  lit- 
tle more. 

But  it  is  also  important  —  and  I  want  to  bring  this  back  to  the 
point  that  Barry  did  make  early  on  —  that  the  worker,  the  individ- 
ual is  going  to  pay  for  this,  households  are  going  to  pay  for  this. 

The  pass-through  —  there  is  a  tremendous  potential  for  the  cost 
of  this  to  be  passed  on  to  individuals  in  the  form  of  lower  wages. 
One  of  the  problems  —  my  major  problem  with  the  employer  man- 
date is,  that  builds  upon  this  sense  that  somehow  the  employer  is 
going  to  pay  for  this,  the  employer  pays  for  it,  it  is  not  my  proolem. 

But  if  people  understood  that  there  is  at  least  the  potential  that 
this  was  going  to  come  out  of  their  wages  as  much  as  dollar  for  dol- 
lar in  some  instances,  it  is  not  clear  that  the  worker  would  have 
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the  same  attitude.  If  that  were  the  worker's  attitude,  then  they 
could  go  to  their  employer  right  now  and  say,  I  don't  want  to  take 
a  cut  in  wages,  let's  just  do  health  insurance. 

That  is  one  of  the  reasons  it  isn't  happening.  Employees  don't 
want  to  give  up  their  wages  for  the  benefit. 

So,  I  think  it  is  important  to  understand  that  an  employer  man- 
date is,  to  a  large  degree,  a  requirement  that  individuals  take  a 
form  of  their  compensation  in  the  form  of  health  care  benefits.  That 
doesn't  mean  it  is  a  bad  policy,  that  doesn't  mean  it  is  bad  public 
policy,  but  it  comes  under  the  point  you  were  making  earlier,  Mr. 
Kim,  that  this  is  something  that  we  need  to  just  understand;  it  is 
part  of  how  this  is  paid  for.  It  is  going  to  come  out  of  the  house- 
holds in  the  end. 

Mr.  Bergsten.  Could  I  just  say  one  word  to  Mr.  Machtley 

Chairman  LaFalce.  You  may  have  the  last  word. 

Mr.  Bergsten  [continuing],  to  try  and  explain  this? 

It  is  fully  understandable,  the  view  you  put  forward,  but  there 
is  a  big  fallacy  as  we  see  it.  The  restaurant  owner  or  any  other 
small  businessman  looks  at  the  increase  in  the  cost  of  health  insur- 
ance and  assumes  everything  else  on  the  balance  sheet  and  his  in- 
come statement  is  unchanged. 

Mr.  Machtley.  I  don't  think  that  is  true,  but  go  ahead.  He  will 
have  fewer  people  coming  in  because  food  is  more  expensive. 

Mr.  Bergsten.  If  that  were  true,  then  of  course  he  would  be 
right  —  he  is  in  the  red,  he  is  out  of  business. 

Mr.  Machtley.  Precisely.  Point  made. 

Mr.  Bergsten.  When  you  go  back  and  look  at  other  cost  in- 
creases, such  as  different  kinds  of  tax  increases  —  e.g.,  corporate 
income  tax  or  social  security  tax  —  we  have  found,  with  an  adjust- 
ment period,  that  other  things  do  change  eventually. 

Social  security  taxes  and  other  costs  have  gone  up,  yet  the  res- 
taurant business  has  boomed  in  this  country  in  the  last  20  years. 
They  charged  higher  prices,  demand  has  risen  for  a  variety  of  rea- 
sons, et  cetera.  Not  to  deny  an  effect,  but  there  are,  as  alv/ays, 
other  effects  that  have  come  along,  which  have  so  far  promoted  the 
restaurant  business. 

Chairman  LaFalce.  They  compensate  with  one  pickle  rather 
than  four  pickles. 

Mrs.  Meyers.  Mr.  Chairman,  may  I  just 

Chairman  LaFalce.  We  are  going  to  have  to  go  on. 

Mr.  Strickland.  No  questions. 

Chairman  LaFalce.  Mr.  Mclnnis,  do  you  have  any  questions? 

Mr.  MclNNls.  Mr.  Chairman,  I  do. 

First,  I  would  like  to  take  any  of  these  three  gentlemen  down  to 
Bullshippers  Cafe  in  Colorado  and  see  how  far  this  academic  the- 
ory goes.  I  don't  mean  that  as  a  personal  insult.  I  am  just  saying, 
have  you  ever  been  in  a  small  business? 

Mr.  BoswoRTH.  Yes. 

Mr.  MclNNls.  Mr.  Bosworth. 

Mr.  Bosworth.  I  come  from  a  family  that  runs  small  business. 
I  am  tired  of  this  never-met-a-payroll  argument. 

Mr.  McInnis.  It  is  a  videotape  of  your  kind  of  attitude  in  my  dis- 
trict that  repels  people  from  Washington. 
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I  believe  you  were  smirking  when  the  question  was  being  posed, 
and  I  will  tell  you  something,  there  is  a  real  life  out  there. 

Mr.  BoswoRTH.  I  agree  with  him,  exactly,  what  he  said. 

Mr.  McInnis.  Other  things  do  change.  I  would  like  to  read  some- 
thing to  you  that  does  change.  France's  health  care  insurance  pro- 
gram —  this  is,  by  the  way,  from  the  Physicians'  Financial  Daily, 
February  15,  1994.  France  started  out  small;  she  started  out  with 
a  cap;  she  started  out  with  a  lot  of  promises  from  bureaucrats  and 
from  politicians. 

France's  health  insurance  program,  which  guarantees  inexpen- 
sive medical  care  to  most  of  its  56  million  citizens,  long  has  been 
a  source  of  national  pride.  The  system  is  now  funded  by  workers 
who  contribute  13.4  percent  of  their  gross  salaries  and  by  manage- 
ment, which  kicks  in  an  additional  32.5  percent  of  each  salaried 
employee's  gross  income.  You  are  right  also  Dr.  Bergsten  —  things 
do  change.  Money,  more  money  comes  to  Washington,  less  money 
is  out  there  to  create  —  we  don't  create  by  levying  on  additional 
taxes. 

It  is  kind  of  a  nonchalant  attitude  when  we  say  here  in  govern- 
ment, "just  a  few  more  people  are  going  to  pay  more."  In  your  in- 
come bracket  and  my  income  bracket  it  is  probably  not  going  to  af- 
fect us;  but  for  the  average  people  I  represent,  it  does  have  an  im- 
pact. It  is  going  to  affect  customers  of  the  Bullshippers  Cafe,  whose 
average  meal  is  probably  $3.50. 

Mr.  Chairman,  I  realize  I  am  a  little  energized  on  this,  but  I 
can't  believe  the  cavalier  attitude  that  I  seem  to  see  in  Washington. 

Dr.  Bosworth,  go  ahead  and  put  your  eyes  to  the  ceiling.  Some- 
time, take  a  little  time  and  come  out  and  be  my  guest  in  Colorado. 

Mr.  Bergsten.  Let  me  make  a  point  on  France.  I  am  not  going 
to  defend  their  health  care  program,  but  I  would  note  that  France 
spends  about  half  as  much  as  a  share  of  its  economy  as  we  do  for 
health  care;  and  the  record  shows,  they  on  average  get  as  good 
health  care.  In  other  words,  our  current  system  must  be  doing 
something  wrong. 

Chairman  LaFalce.  So  in  other  words,  what  you  are  saying  — 

Mr.  Bergsten.  They  could  make  it  work,  I  am  with  you,  but  our 
current  system,  compared  with  France,  Germany,  U.K.,  any  other 
major  country  has  got  some  huge  flaws. 

Mr.  McInnis.  Mr.  Chairman. 

Chairman  LaFalce.  France  pays  about  8  percent  of  GNP. 

Mr.  McInnis.  If  I  might  respond 

Mr.  Bosworth.  9.1. 

Mr.  McInnis.  Mr.  Chairman,  if  I  might,  it  is  not  comparable  to 
our  system.  In  my  district  I  can  go  to  Aspen,  Colorado,  where  there 
are  billionaires,  and  for  whom  money  is  of  no  issue.  They  can  go 
anywhere  in  the  world  for  health  care.  Do  they  go  to  France  for 
their  health  care? 

They  don't  go  to  France,  they  don't  go  for  Mexico,  they  don't  go 
to  Canada,  they  don't  go  to  the  U.K;  they  stay  in  the  United 
States. 

Mr.  Bergsten.  I  wasn't  talking  about  those  people,  because  you 
are  absolutely  right.  I  am  talking  about  the  people  who  I  thought 
you  were  concerned  about  at  the  cafe,  the  low-income  people,  be- 
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cause  the  data  show  that  we  are  not  providing  any  better  health 
care  to  them  than  France  or  most  other  countries. 

The  aggregate  payoff  of  our  health  care  system  for  the  average 
American  —  not  the  best,  because  we  do  have  the  best  health  care 
in  the  world  for  those  who  can  pay  for  it.  For  the  average  or  lower- 
income  person  that  you  were  stressing,  I  thought,  our  record  is  not 
very  good.  It  costs  a  lot  and  it  is  no  better. 

Chairman  LaFalce.  We  are  going  to  go  on  to  Mr.  Strickland  at 
this  juncture. 

Mr.  Strickland.  Yes,  Mr.  Chairman,  I  wasn't  going  to  say  any- 
thing, but  I  have  been  sitting  here  the  last  5  minutes. 

First  of  all,  I  think  Mr.  Bosworth,  if  you  want  to  look  heaven- 
ward, look  heavenward  while  I  am  talking  with  you.  I  have  no  ob- 
jection to  that. 

Let  me  say  to  you  that  when  we  talk,  I  think  we  need  to  keep 
reality  in  mind.  In  my  congressional  district  —  I  don't  have  any  bil- 
lionaires in  my  congressional  district.  They  can't  access  the  best 
health  care  in  the  world  because  125,000  of  my  constituents  don't 
have  any  health  care  coverage.  They  are  working-poor  men  and 
women  who  are  doing  their  best  to  rear  their  families. 

We  may  not  have  every  perfect  solution,  but  I  want  to  tell  you 
the  status  quo  is  not  acceptable.  If  a  meal  was  going  to  cost  a  little 
more  and  it  is  going  to  be  spread  evenly  among  all  of  those  who 
provide  meals  and  other  sectors  of  our  economy  and  our  society, 
and  by  doing  that  we  are  going  to  be  able  to  get  a  health  care  plan 
that  is  going  to  provide  health  care  to  all  of  our  citizens,  it  is  worth 
the  shared  sacrifice. 

I  cannot  understand  the  attitude  of  those  who,  on  the  one  hand, 
boast  about  this  being  the  Nation  with  the  best  health  care  in  the 
world,  and  that  continually  criticize  France  or  Grermany  or  Canada 
or  England,  and  use  horror  stories.  I  mean,  I  can  use  horror  stories 
about  the  American  health  care  system.  I  can  talk  about  a  man  in 
my  district  whose  family  was  having  bake  sales  because  he  needed 
a  pancreatic  liver  transplant  and  his  insurance  company  considered 
it  experimental.  That  is  not  a  fair  reflection  of  the  entire  American 
health  care  system,  but  it  is  a  true  story  about  the  American 
health  care  system. 

So,  I  appreciate  the  fact  that  you  are  academic,  that  you  study 
these  things,  that  you  don't  go  off  on  tangents  or  you  don't  take  a 
little  part  of  either  our  system  or  someone  else's  system  and  then 
generalize  about  the  entire  thing.  We  need  thinking  people  working 
on  this  issue  in  this  country,  and  without  academics  like  your- 
selves, who  know  how  to  study  the  issue  and  who  know  how  to 
make  reasonable  comparisons  and  who  know  how  to  make  reason- 
able projections,  I  think  we  are  just  going  to  be  floundering. 

So,  I  appreciate  the  fact  that  you  are  here  and  that  you  are  giv- 
ing us  information  that  I  think  is  credible.  Because  without  that 
we  are  truly  going  to  be  lost,  and  we  are  going  to  be  making  deci- 
sions that  are  not  defensible  and,  in  the  long  run,  are  not  going  to 
be  good  for  the  Nation. 

I  don't  have  a  question  specifically,  but  I  did  want  to  make  that 
statement  to  you. 

Chairman  LaFalce.  Thank  you  very  much. 
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To  conclude,  I  am  going  to  call  on  Mrs.  Meyers,  if  she  would  like 
a  few  minutes. 

Mrs.  Meyers.  Yes.  I  did  want  to  make  a  comment  or  two,  and 
perhaps  ask  for  a  reaction  if  I  could. 

I  feel  a  little  like  —  when  we  talk  about  this,  like  it  is  the  people 
who  can't  see  that  are  looking  at  the  elephant  and  everybody  sees 
a  little  different  thing,  a  little  different  concern  and  a  little  dif- 
ferent benefit.  I  know  that  Mr.  Mclnnis  is  seeing  that  the  projec- 
tions are  —  even  by  the  advocates  of  this  plan,  that  there  may  be 
as  many  as  2  million  unemployed,  that  the  uninsured  will  become 
the  unemployed;  and  he  is  very  concerned  about  that,  and  I  know 
that  you  are,  too. 

But  the  comment  that  I  really  wanted  to  make  was,  I  do  think 
that  the  comparisons  with  the  European  plan  are  kind  of  inappro- 
priate. I  think  most  of  them  are  a  single-payer  plan.  It  is  a  com- 
pletely different 

Chairman  LaFalce.  Which  European  plan  is  that? 

Mrs.  Meyers.  Well,  U.K  and  the  Scandinavian  countries  are 
pretty  much  totally  single-payer,  totally  government-paid,  with 
very  high  taxes  and  paid  by  the  government. 

The  German  plan  is  a  little  different  than  that;  the  French  plan 
is 

Chairman  LaFalce.  Most  are  different,  yes. 

Mrs.  Meyers.  But  they  are  heavily  government-subsidized,  and 
it  is  really  a  completely  different  kind  of  medicine,  and  I  am  not 
sure  it  would  be  at  all  acceptable  in  the  United  States. 

I  talked  to  a  man  from  the  Danish  Embassy,  and  I  don't  mean 
to  be  anecdotal  about  this,  but  he  said  that  a  woman,  one  of  the 
wives  of  the  employees  of  the  United  States  in  the  Danish  Embassy 
—  they  were  U.S.  citizens,  of  course  —  went  to  the  doctor  because 
she  had  a  lump  in  her  breast,  and  they  examined  this,  and  the  doc- 
tor said,  well,  we  will  just  have  to  observe  this  for  a  few  months. 

She  said,  observe  this  for  a  few  months?  She  said,  I  want  to  see 
a  specialist,  and  I  want  a  biopsy. 

He  said,  well,  that  isn't  the  kind  of  medicine  that  we  practice 
here;  it  is  a  much  more  conservative  kind  of  medicine,  and  we  are 
going  to  see  if  this  develops  into  anything  before  we  do  that. 

She  couldn't  believe  it,  and  she  immediately  got  on  a  plane,  and 
the  U.S.  flew  her  back  to  the  United  States  for  the  kind  of  medicine 
that  isn't  quite  so  conservative. 

Now,  I  just  don't  think  that  —  I  mean,  it  may  be  anecdotal,  but 
we  have  heard  this  so  much  from  the  U.K.  and  from  the  European 
countries  that  do  have  single-payer,  and  from  Canada,  that  I  have 
the  feeling  we  are  about  85  percent  covered  right  now,  either 
through  Medicare  or  private  insurance  companies.  I  just  don't  want 
us  to  destroy  the  type  of  medicine  we  have  for  the  85  percent  in 
order  to  pick  up  another  5  or  10  percent,  because  we  are  —  I  do 
want  us  to  improve  our  health  insurance;  and  I  appreciate  what 
Mr.  Strickland  was  saying,  and  I  think  we  can. 

But  I  just  don't  think  we  are  ever  going  to  get  to  100  percent; 
I  think  we  will  maybe  get  to  somewhere  between  90  and  95  per- 
cent, and  I  am  afraid  we  are  going  to  destroy  medicine  as  we  know 
it  for  the  85  percent  that  are  covered  right  now. 
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Are  my  fears  just  totally  misplaced,  and  could  you  react  to  that 
briefly? 

Mr.  Sheils.  I  would  say  that  your  fears  are  not  misplaced.  I 
don't  know  that  there  is  a  terribly  high  expectation  that  you  will 
see  the  worst  case  scenario  come  from  a  comprehensive  reform  like 
this. 

The  problem  is,  there  is  a  chance,  and  I  don't  think  we  have  ap- 
preciated —  when  we  look  at  these  theoretical  models  on  how  we 
are  going  to  reform  the  health  care  system  and  do  things  we  have 
never  attempted  before,  and  do  that  with  the  entire  country,  we 
have  to  discount  these  models  of  how  the  new  system  is  going  to 
work,  for  the  fact  is  that  those  things  are  going  to  operate  in  the 
real  world,  and  they  may  not  function  as  well. 

They  certainly  will  not  function  as  well  as  we  have  laid  them  out 
to,  as  we  are  hoping  they  will.  You  have  to  expect  that.  It  will  not 
work  100  percent  as  planned;  you  just  have  to  go  in  understanding 
that. 

So,  you  expressed  concern  that  we  don't  want  to  transform  medi- 
cine for  the  85  percent;  we  want  to  help  the  15  percent.  I  think 
there  is  a  lot  of  wisdom  in  that,  with  an  eye  toward  transforming 
the  remainder  of  the  system  over  time.  I  think  there  is  a  lot  of  wis- 
dom in  that,  and  it  is  a  sensible  point  of  view. 

I  am  reminded  of  something  Harry  Hopkins  once  said,  a  New 
Dealer,  the  right  hand  man  for  Roosevelt  in  the  New  Deal,  and  he 
interviewed  consulting  the  New  Deal  at  the  time,  and  he  says, 
"Most  of  what  we  are  going  to  try  won't  work,  and  things  that  do 
work,  will  work  for  completely  unanticipated  reasons." 

He  proved  to  be  correct.  Those  were  wise  words;  and  I  think  that 
that  kind  of  thinking  should  guide  us  as  we  move  forward  here. 
That  doesn't  mean  that  —  I  don't  want  this  to  imply  —  it  doesn't 
mean  that  we  shouldn't  be  expanding  responsibilities  for  paying  for 
health  care  and  expanding  coverage.  I  don't  think  that  is  what  you 
mean. 

But  the  idea  that  we  have  to  take  the  85  percent  of  the  country 
that  has  their  insurance,  where  they  have  to  take  out  the  Medicare 
people,  but  the  idea  that  we  are  going  to  have  to  transform  the 
whole  system  for  those  individuals  in  the  process  of  trying  to  get 
one-seventh  of  the  economy,  that  is  a  tremendous  undertaking;  and 
we  have  to  consider  that  that  is  a  risky  proposition  and  perhaps 
be  more  conservative  in  how  we  approach  it. 

Chairman  LaFalce.  All  right.  Thank  you  very  much. 

With  that,  I  am  going  to  conclude.  We  appreciate  it. 

We  understand  that  the  subject  of  this  hearing  was  the  competi- 
tiveness aspects  of  the  proposals  for  health  care  reform.  I  want  to 
underscore  that.  That  is  what  we  called  you  for  and  that  is  what 
we  anticipated  your  expertise  would  address. 

Clearly,  Members  were  interested  in  their  own  particular  con- 
cerns above  and  beyond  the  competitiveness  issues.  But  I  think 
when  it  comes  to  the  competitiveness  of  the  United  States  indus- 
tries involved  in  the  global  marketplace,  your  general  conclusion 
was,  health  care  reform  will  be  helpful. 

There  seem  to  be  a  differing  comments  at  different  times,  de- 
pending upon  the  question,  as  to  the  impact  on  the  small  business 
community.  Some  of  your  answers,  I  think,  reflected  the  assump- 
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tion  that  all  things  would  be  on  a  level  playing  field  discounting 
the  fact  of  a  cap.  For  example,  your  comment,  Dr.  Bosworth,  I 
think  was  discounting  the  fact  of  the  cap,  discounting  the  fact  of 
the  subsidies;  is  that  correct? 

Mr.  Bosworth.  Yes. 

Chairman  LaFalce.  Yes.  So,  the  flip  side  of  that  coin  is,  with  the 
cap,  with  the  subsidy,  there  might  be  an  incentive  for  large  busi- 
nesses to  transfer  some  of  the  work  of  the  large  business  to  a  small 
business  as  a  means  of  better  capturing  that  subsidy.  Of  course,  we 
are  just  cost-shifting;  your  cross-subsidization  is  going  to  be  coming 
from  —  from  large  businesses,  from  the  body  politic,  much  more 
broadly  based,  et  cetera. 

I  am  sure  that  there  is  much  in  all  of  your  statements  that  each 
of  us  can  go  back  and  proclaim  as  vindication  for  our  own  point  of 
view.  So,  often  we  come  to  these  hearings  with  prejudgments  and 
we  tend  to  hear  and  see  only  that  which  will  reaffirm  our  own  posi- 
tion. The  wise  Member  will  try  to  understand  everything  you  have 
said  and  how  it  both  underscores  and  undermines  his  or  her  own 
position  and  try  to  adjust  accordingly. 

We  will  try  to  be  wise.  Thank  you  very  much. 

Mrs.  Meyers.  I  thought  they  were  all  excellent,  Mr.  Chairman. 

Chairman  LaFalce.  So  did  I.  Thank  you  very  much. 

[Whereupon,  at  11:45  a.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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The  committee  met,  pursuant  to  notice  at  9:10  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

We  have  an  extremely  busy  day  ahead  of  us.  Number  one,  we  are 
going  to  have  two  panels  before  us,  one  with  public  sector  wit- 
nesses, Mr.  Erskine  Bowles  of  the  SBA  accompanied  by  Mr.  Ken 
Thorpe,  I  believe,  of  HHS,  and  also  a  representative  from  the  GAO. 

I'm  not  sure  if  that  gentleman  is  here,  if  so,  please  come  to  the 
table. 

Because  we  have  so  many  witnesses,  I  want  to  have  two  panels, 
a  public  sector  panel  and  a  private  sector  panel.  The  public  sector 
panel  is  going  to  have  two  witnesses.  The  private  sector  panel  is 
going  to  have,  I  believe,  12  witnesses.  So,  I  will  have  to  apply  the 
5-minute  rule  rather  rigidly. 

I'm  going  to  ask  the  public  sector  witnesses,  two  of  them,  to  con- 
fine their  remarks  to  no  more  than  10  minutes  apiece.  I  am  going 
to  then  ask  the  private  sector  witnesses,  12  of  them,  to  confine 
their  opening  statements  to  approximately  5  minutes  apiece. 

I  am  also  going  to  exercise  the  prerogative  of  the  Chair  to  limit 
the  opening  statements  to  two  on  the  Majority  side.  I  will  open.  On 
the  Minority  side,  I  will  allow  either  Mrs.  Meyers  or  a  Member  of 
her  choice. 

All  opening  statements  of  Members,  of  course,  will  be  put  into 
the  record  in  their  appropriate  place.  All  statements  of  witnesses 
will  be  put  in  the  record  in  their  entirety.  But  it's  seldom  that  we 
have  14  witnesses. 

This  hearing  is  being  conducted  in  cooperation  with  the  commit- 
tee's Ranking  Republican,  Mrs.  Meyers,  with  whom  we  cooperated 
fully  in  organizing  todav's  hearings.  We  both  came  up  with  a  list 
of  witnesses,  and  it's  as  balanced  as  we  could  possibly  make  it. 

Now  I'll  read  my  opening  statement. 

This  morning's  hearing  will  continue  our  Small  Business  Com- 
mittee's inquiry  into  issues  of  concern  to  small  business  and  health 
care.  Indeed,  this  is  the  sixth  hearing  the  committee  has  conducted 
during  this  Congress  on  issues  relating  to  reform  of  our  Nation's 
health  care  system. 
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In  prior  hearings,  the  committee  has  solicited  the  views  and  rec- 
ommendations of  the  Clinton  administration  and  small  business  or- 
ganization witnesses  regarding  appropriate  objectives  and  ap- 
proaches for  reforming  our  health  care  system.  We  have  analyzed 
the  record  of  health  care  cooperatives  or  alliances  in  assisting  small 
business  in  obtaining  affordable  health  insurance  coverage  for  their 
employees.  We  have  studied  the  record  of  employer  health  care 
mandates  in  the  only  broad  context  that  it  now  exists  in  this  coun- 
try, Hawaii's  State  health  system.  We  have  reviewed  studies  esti- 
mating the  impact  on  business,  both  in  terms  of  domestic  costs  and 
for  competitiveness  of  providing  health  care  coverage  under  a  Fed- 
eral mandate. 

What  we  have  heard  repeatedly  in  these  h 'tarings  is  that  small 
businesses  are  increasingly  overwhelmed  by  the  cost  of  providing 
health  care  for  their  employers,  and  that  these  costs  are  consider- 
ably higher  than  those  paid  by  larger  businesses. 

A  number  of  these  cost  figures  bear  repeating.  Health  insurance 
premium  costs  have  increased  for  many  small  businesses  at  a  rate 
of  20  to  50  percent  annually.  Small  firms  pay,  on  average,  35  per- 
cent more  than  large  companies  for  similar  health  coverage.  Small 
businesses  must  spend  as  much  as  40  cents  of  each  health  insur- 
ance dollar  on  administrative  costs. 

Despite  these  problems,  I  think  it  is  significant  that  62  percent 
of  U.S.  businesses  with  less  than  100  employees  provide  health  in- 
surance for  their  employees.  This  speaks  highly  of  the  commitment 
of  business  owners  to  their  employees.  But  it  is  clear  that  we  can 
and  must  do  better.  More  than  53  percent  of  all  uninsured  persons 
are  in  families  of  employees  of  business. 

We  clearly  need  to  rectify  the  imbalances  in  our  insurance  sys- 
tem that  discriminate  against  smaller  businesses.  But  we  must 
also  seek  to  guarantee  health  security  for  all  Americans  by  giving 
small  businesses  the  support  they  need  to  provide  health  coverage 
for  workers  and  by  cutting  cost  for  those  small  businesses  who  cur- 
rently provide  insurance. 

As  Congress  prepares  for  full  and  final  consideration  of  health 
care  reform  legislation,  the  concerns  of  small  business  owners  re- 
main key  issues  in  the  debate.  Our  purpose  today  is  to  solicit  addi- 
tional testimony  from  a  broad  cross-section  of  small  business  orga- 
nizations to  permit  them  to  update  us  on  their  concerns  and  to 
offer  constructive  opinions  regarding  pending  legislation. 

In  the  past,  for  example,  in  1993  we  heard  from  the  Small  Busi- 
ness Legislative  Council.  In  August  of  '93  they  stated,  "our  own 
education,  we  believe,  mirrors  the  progress  of  this  debate." 

In  1987  and  1988  our  position  on  health  care  was  rather  simple 
—  no  mandates  on  employers.  In  truth,  small  business  understood 
veiy  little  about  the  health  care  system.  We  decided  the  problem 
of  health  care  costs  had  already  grown  so  significantly  that  we 
could  no  longer  take  the  easy  way  out  by  complaining  about  some- 
body else's  solution.  We  had  to  do  something.  We  had  to  become 
part  of  the  solution,  not  an  obstacle  to  it.  We  educated  ourselves. 
We  toned  down  the  rhetoric  of  the  no  mandates  and  began  to  ex- 
plore the  nature  of  our  business  concerns. 

The  NAM  had  similar  testimony  in  that  1993  hearing,  but  they 
won't  be  here  today. 
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The  U.S.  Chamber  of  Commerce  testified  before  us,  too,  in  '93. 
Clearly,  they  never  explicitly  endorsed  an  employer  mandate.  But 
they  essentially  did  so  at  that  time  by  recognizing  and  indeed 
stressing,  underscoring,  the  dire  need  for  what  they  called  shared 
responsibility. 

According  to  their  testimony  before  this  committee,  "the  Cham- 
ber seeks  participation  by  all  levels  of  society,  government,  employ- 
ers and  individuals.  No  one  should  be  permitted  to  opt  out  of  the 
system  or  its  obligations.  Health  care  costs  can  only  be  contained 
if  everyone  is  in  the  system  and  everyone  is  playing  by  the  same 
rules." 

At  the  conclusion  of  the  hearing  —  well,  we'll  go  on. 

Now,  above  and  beyond  witnesses  who  we  heard  before,  we've  so- 
licited views  from  a  good  number  of  others  today,  and  we've  also 
asked  them  to  testify  not  just  on  health  care  in  general,  not  just 
on  employer  mandates  in  particular,  but  on  two  specific  issues  that 
we  were  requested  to  have  a  hearing  on  by  the  National  Federation 
of  Independent  Business.  The  NFIB  asked  us  if  we  would  have  a 
hearing  on  two  specific  issues. 

The  first  issue  involves  proposals  to  clarify  the  definitions  of  em- 
ployee and  independent  contractor  in  the  Tax  Code  and  to  extend 
these  definitions  to  the  provision  of  health  insurance.  For  too  long, 
the  lack  of  a  clear  line  between  independent  contractors  and  em- 
ployees has  caused  confusion  and  in  many  cases  fraud  and  evasion 
of  tax  payments. 

This  distinction  takes  on  even  more  significance  in  the  context  of 
health  care  reform  and  has  been  addressed  in  several  health  re- 
form proposals.  Clearly,  employers  who  may  be  required  to  offer 
health  plans  to  their  employees  need  to  have  a  clear  idea  of  who 
their  employees  really  are. 

I  was  really  distressed  yesterday  when  I  read  the  Buffalo  news 
and  I  found  out  that  a  person  who  I  know  who  had  alleged  sexual 
harassment  against  someone  who  she  considers  to  be  her  boss,  be- 
cause she  reported  to  work  at  this  realty  company  every  single  day, 
operated  under  the  instructions  of  her  boss,  had  to  work  certain 
specific  hours  dictated  by  her  boss,  could  only  take  vacation  when 
her  boss  required,  et  cetera,  had  her  case  for  sexual  harassment 
tossed  out  of  court  because  it  was  found  that  she  was  an  independ- 
ent contractor. 

The  second  issue  involves  —  and  independent  contractors  are  not 
covered  under  the  civil  rights  law.  We  may  have  a  hearing  on  that 
in  the  future. 

The  second  issue  involves  the  effect  of  the  proposed  changes  in 
the  treatment  of  income  of  subchapter  S  corporations  for  tax  pur- 
poses. Under  the  President's  Health  Security  Act,  premium  sub- 
sidies for  employers  would  be  distributed  according  to  firm  size  and 
average  annual  wages.  To  ensure  fair  responsibility  —  fair  sharing 
of  responsibility  for  health  care  reform  and  to  prevent  manipula- 
tion of  income  to  gain  eligibility  for  subsidies,  the  President's  pro- 
posal changes  current  procedures  to  treat  all  income  received  by 
owner-employees  of  subchapter  S  corporations  as  wages.  A  similar 
proposal  is  included  in  Senate  health  care  reform. 

All  right.  Our  committee  began  its  hearings  on  health  care  re- 
form in  August  of  last  year  by  inviting  several  small  business  orga- 
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nizations  to  provide  their  constituencies'  views  on  the  advantages 
and  drawbacks  of  employer  mandates  as  a  means  of  financing  uni- 
versal health  care  coverage  and  on  other  key  issues  of  health  care 
reform.  It  is  fitting  indeed  that  we  have  many  of  these  same  orga- 
nizations with  us  again  today  in  our  last  hearing  before  floor  de- 
bate begins  on  health  care  reform. 

Today's  second  panel  will  include  representatives  from  the  Na- 
tional Federation  of  Independent  Business,  National  Small  Busi- 
ness United,  the  Small  Business  Legislative  Council,  the  U.S. 
Chamber  of  Commerce,  the  National  Restaurant  Association,  the 
National  Association  of  the  Self-employed,  the  Small  Business  Coa- 
lition for  Health  Care  Reform,  Families  U.S.A.,  the  Small  Business 
Council  of  America,  the  American  Booksellers  Association,  the  Na- 
tional Farmers  Union  and  the  Owners-Operators  Independent 
Truckers  Association. 

Our  first  panel  is  going  to  include  Mr.  Erskine  Bowles,  the  Ad- 
ministrator of  the  SBA,  who  will  provide  the  administration's  view- 
point of  health  care  reform  and  its  impact  on  small  business. 

Mr.  Bowles'  views  were  specifically  solicited  again  on  health  care 
by  the  Minority.  We're  glad  that  they  do  want  to  hear  him  speak. 
Mr.  Bowles  has  previously  appeared  before  the  committee  testify- 
ing on  a  number  of  issues  and  including  specifically  one  session  on 
health  care  reform. 

He  will  be  followed  by  Mr.  Natwar  Gandhi,  the  Associate  Direc- 
tor of  Tax  Policy  and  Administration  issues  with  the  GAO.  It's  Mr. 
Gandhi  who  will  discuss  those  specific  questions  that  the  NFIB 
asked  us  to  address. 

I  now  yield  to  the  committee's  Ranking  Republican,  Mrs.  Meyers, 
with  whom  we  have  cooperated,  I  hope  fully,  in  organizing  today's 
hearing.  Thank  you. 

Mrs.  Meyers.  Mr.  Chairman,  we're  very  pleased  to  have  this 
hearing,  and  we've  been  asking  for  it  ever  since  the  Clinton  plan 
was  introduced,  now  the  Clinton-Gephardt  plan.  We  think  it's  the 
most  important  issue  to  small  business  in  this  country. 

My  colleagues  and  I  on  the  Republican  side  —  I'm  going  to  short- 
en tnis  and  would  like  to  submit  it  in  its  entirety  for  the  record, 
Mr.  Chairman. 

My  colleagues  and  I  on  the  Republican  side  of  the  dais  felt  hold- 
ing this  hearing  today  was  vital,  and  I  appreciate  the  Chairman's 
cooperation.  Many  small  business  groups  have  contacted  us  to  ex- 
press their  concern  about  provider  mandates  and  health  care  re- 
form legislation  and  I  believe  rightly  so. 

Every  study  that  I  have  seen  on  the  impact  of  the  Clinton  plan, 
now  the  Clinton-Gephardt  plan,  shows  that  the  mandate  will  cause 
job  loss.  Of  the  13  State  White  House  Conferences  on  Small  Busi- 
ness that  have  been  held  to  date,  all  13  have  sent  Congress  vir- 
tually the  same  message  on  health  care:  Take  steps  to  improve  our 
system,  but  no  employer  mandate. 

Mr.  Chairman,  I  ask  at  this  time  to  have  the  recommendations 
from  these  13  conferences  inserted  in  the  record. 

[The  information  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Yet  despite  such  overwhelming  evidence  that 
small  employers  oppose  mandates  and  the  harm  a  mandate  could 
cause,  we  have  individuals  present  today  who  say  they  represent 
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small  employers  who  support  an  employer-mandated  health  insur- 
ance system.  Therefore,  I  look  forward  to  hearing  the  testimony  of 
all  of  our  witnesses  today  to  determine  the  measure  of  support  for 
an  employer  mandate  and  exactly  where  that  support  is  coming 
from. 

In  my  weekly  trips  home  to  Kansas,  I  am  in  frequent  touch  with 
my  small  business  community.  The  overwhelming  sentiment  there 
is  that  Congress  should  take  some  steps  to  improve  health  care. 
They  would  like  a  basic  plan  of  benefits,  no  mandates. 

It  will  allow  a  great  deal  of  pooling,  would  allow  for  portability, 
no  preexisting  condition  exclusion,  medical  malpractice  reform,  uni- 
form simplified  billing.  There  are  things  that  we  all  agree  on  that 
we  could  do  tomorrow.  But  my  small  business  communities  do  not 
want  mandates. 

The  idea  that  a  mandate  will  somehow  magically  produce  100 
percent  coverage  is  just  a  fallacy.  We  have  had  mandatory  auto- 
mobile insurance  in  Kansas  for,  I  don't  know,  more  than  25  years, 
I  think,  and  the  best  we  have  ever  done  is  92  percent.  When  we 
heard  from  Hawaii  with  their  mandate,  the  best  they  had  ever 
done  was  95  percent. 

Right  now,  in  this  country,  we  are  85  percent  covered  with  pri- 
vate insurance  and  Medicaid,  Medicare.  So,  we  are  probably  going 
or  wanting  to  go  from  an  85  percent  coverage  rate  to  95  percent, 
at  a  maximum.  For  that,  we  don't  want  to  lose  2  million  jobs,  have 
a  lot  of  small  businesses  go  under  and  overturn  our  health  care 
system. 

So,  Mr.  Chairman,  we  have  several  witnesses.  I  won't  try  to  be- 
labor the  point.  I  thank  you  for  your  cooperation. 

I  wish  we  could  have  had  the  hearing  earlier.  I  know  that  you 
are  trying  to  combine  this  and  subchapter  S  and  independent  con- 
tractor all  in  the  same  hearing.  It  sounds  like  three  separate  hear- 
ings to  me.  I  hope,  considering  what's  coming  up  in  the  next  week 
or  10  days  before  us,  that  our  witnesses  today  will  focus  on  the  im- 
pact of  mandates  on  the  small  business  community. 

I  have  been  requested  from  my  side,  Mr.  Chairman,  to  see  if  we 
could  swear  the  witnesses  today. 

Chairman  LaFalce.  I  have  no  objection  to  that,  although,  as  I 
understand  the  law,  it  is  a  symbolic  act  and  that  all  the  witnesses 
testifying,  even  without  swearing  in,  in  testifying  before  Congress, 
would  be  committing  perjury  before  Congress  if  they  were  to  lie, 
even  in  the  absence.  But  sometimes  symbolism  must  be  engaged  in. 
Please  remain  seated. 

[Witnesses  sworn.] 

Chairman  LaFalce.  Please  proceed.  Our  first  witness 

No,  also,  I  do  want  to  point  out  that  we  did  have  a  hearing  — 
this  is  our  sixth  hearing  —  and  specifically  on  health  care  and  em- 
ployer mandates  where  we  had  the  U.S.  Chamber  testify,  the  Na- 
tional Restaurant  Association  testify,  the  NSBU  testify,  the  NFIB 
testify,  the  SBLC  testify. 

At  that  time,  we  had  from  the  U.S.  Chamber  Christine  Bass, 
manager  of  the  Human  Resources  Policy;  from  the  National  Res- 
taurant Association,  Mr.  Stephen  Elmont,  the  president  of  the  Na- 
tional Restaurant  Association;  from  the  NSBU,  John  Gallus,  execu- 
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tive  vice  president;  from  the  NFIB,  Mr.  John  Motley;  from  the 

SBLC,  Mr.  Gary  Frank  Patty,  who  is  their  treasurer. 
Mrs.  Meyers.  Mr.  Chairman. 
Chairman  LaFalce.  Yes. 
Mrs.  Meyers.  If  I  may,  that  hearing  was  held  before  the  Clinton 

plan  was  introduced. 

Chairman  LaFalce.  The  issue  of  employer  mandates,  let's  not 

kid  ourselves. 

[Mr.  Combest's  statement  may  be  found  in  the  appendix.] 
[Mr.  Hefley's  statement  may  be  found  in  the  appendix.] 
[Mr.  Johnson's  statement  may  be  found  in  the  appendix.] 
[Mr.  ZelifiPs  statement  may  be  found  in  the  appendix.] 
[Mr.  Huffington's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  Mr.  Bowles,  please  proceed. 

TESTIMONY  OF  THE  HONORABLE  ERSKINE  BOWLES,  ADMINIS- 
TRATOR, U.S.  SMALL  BUSINESS  ADMINISTRATION;  ACCOM- 
PANIED BY  KEN  THORPE,  DEPUTY  ASSISTANT  SECRETARY 
FOR  HEALTH  POLICY,  DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Mr.  Bowles.  Thank  you,  Mr.  Chairman,  Mrs.  Meyers. 

I  have  with  me  today  Dr.  Ken  Thorpe  who  is  the  Deputy  Assist- 
ant Secretary  for  Health  Policy  at  the  Department  of  Health  and 
Human  Services. 

If  I  might,  I  would  like  to  have  my  testimony  in  its  whole  placed 
in  the  record  and  just  speak  to  you  from  some  notes  I've  made. 

As  I  have  traveled  around  tne  country  meeting  with  owners  of 
small  businesses,  clearly  the  number  one  question  on  the  mind  of 
small  businesses  today  is  health  care  and  the  need  for  health  care 
reform.  There  are  four  questions  that  I  have  gotten  as  I  have  trav- 
eled around  the  country,  and  I  thought  what  I  could  do  this  morn- 
ing is  just  go  through  those  four  questions  and  give  you  the  an- 
swers that  I  have  given  as  I  have  visited  with  the  owners  of  small 
businesses. 

The  first  question  is,  clearly,  is  there  a  health  care  crisis?  And 
if  so,  what  kind  of  effect  does  it  have  on  small  business? 

The  second  one  is  just  what  is  universal  coverage  and  why  is  it 
so  important  to  small  businesses? 

The  third  question  asked  always  revolves  around  the  fact,  Er- 
skine,  you're  a  businessperson.  Can  we  take  cost  out  of  the  system? 
Is  that  realistic? 

Fourth,  what  do  you  want  to  see  in  any  kind  of  health  care  re- 
form package  that  ends  up  going  through  the  Congress? 

So,  let  me  address  those  four  questions. 

First,  I  clearly  believe  there  is  a  health  care  crisis  in  this  country 
today.  I  think  that's  evidenced  by  a  lot  of  the  numbers  that  we  see. 
Every  single  month,  2  million  Americans  lose  their  health  care  in- 
surance for  a  period  of  time;  100,000  of  them  lose  it  to  never,  ever 
to  get  it  back. 

Since  1988,  the  population  of  this  country  is  up  1.3  million  peo- 
ple, but  the  number  of  uninsured  are  up  6.4  million.  Of  those  6.4 
million,  4.8  million  work  for  a  living. 

During  the  next  2  years,  one  in  four  Americans  will  be  without 
health  care  insurance  for  some  period  of  time.  That's  63  million 
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folks.  As  we  sit  here  today,  there  are  38  V2  million  people  out  there 
who  do  not  have  health  care  insurance.  Eighty -four  percent  of  them 
work  for  a  living. 

The  rising  cost  of  health  care  is  literally  going  to  put  this  country 
in  a  noncompetitive  position  if  we  don't  do  something  to  control  it. 
In  this  country  today  we  spend  about  14  percent  of  GDP  on  health 
care.  There's  no  country  in  the  world  that  we  compete  with  that 
spends  more  than  10  percent.  Most  spend  7  to  8  percent. 

To  put  it  in  a  framework  that  as  a  small  businessperson  I'm  used 
to  thinking  of,  if  I  was  spending  14  percent  of  my  revenues  on  ad- 
vertising, as  an  example,  and  I  looked  at  all  my  competitors  and 
they  were  spending  7  to  8  percent,  I'd  say,  whoa,  I  got  a  problem. 
I'd  really  know  I  had  a  problem  if  I  was  spending  14  percent  cover- 
ing only  84  percent  of  the  marketplace  and  all  my  competitors  are 
spending  7  to  8  percent,  covering  100  percent  of  the  marketplace. 

That's  what  we're  doing  in  the  health  care  market  today.  If  we 
don't  do  something  to  control  the  cost  of  health  care,  it's  going  to 
grow  to  18  to  19  percent  GDP  by  the  end  of  this  decade,  and  then 
this  country  truly  will  be  in  a  noncompetitive  position. 

Bringing  the  issue  it  down  to  where  I  am  at  the  small  business 
level,  I  don't  believe  you  could  design  a  health  care  system  that's 
more  anti  small  business  than  the  one  we  have  in  this  country 
today.  As  Chairman  LaFalce  said,  we  are  experiencing  annual  in- 
creases in  the  cost  of  health  care  of  10  to  50  percent  a  year.  We 
do  today  pay  35  percent  more  for  the  same  dum  health  insurance 
the  big  businesses  buy,  and  the  rate  of  increase  in  our  costs  of 
health  care  is  growing  at  a  50  percent  higher  rate  than  it  is  for  big 
businesses. 

It's  not  just  these  skyrocketing  increases  in  the  cost  of  health 
care  that  we  experience.  Health  care  that  we're  able  to  afford  today 
is  pretty  poor.  It's  either  just  bare  bones  coverage  or  something 
that  has  such  a  huge  deductible  it  only  covers  catastrophic  events. 

So,  we  have  rising  cost,  we  have  poor  coverage,  and  we're  also 
uniquely  subjected  to  every  abuse  in  the  health  care  system,  every- 
thing from  occupational  redlining  to  exclusions  for  preexisting  con- 
ditions. 

Mr.  Zeliff  and  I  have  talked  about  exclusions  for  preexisting  con- 
ditions, because  I've  lived  with  one.  My  oldest  son  is  a  diabetic. 

It's  not  just  rising  cost.  It's  not  just  poor  coverage.  It's  not  just 
abuses.  The  playing  field  is  not  level  today.  If  you're  the  owner  of 
a  small  business  and  you  want  to  sit  down  and  negotiate  for  your 
insurance  today,  it's  a  nonnegotiation.  Today,  all  the  power  of  the 
marketplace  is  on  the  side  of  the  provider.  We  are  literally  thou- 
sands of  inefficient  buyers  out  there  trying  to  negotiate  with  larger 
providers. 

And,  if  you're  self-employed  today,  as  you  all  well  know,  as  Mrs. 
Meyers  and  I  talked  about,  today  if  you're  self-employed,  you  get 
a  25  percent  deduction  for  health  care  costs.  Everybody  else  gets 
100  percent.  That's  not  fair. 

The  only  item  on  my  income  statement  that  rose  at  a  more  rapid 
rate  than  health  care  costs  was  Worker's  Comp,  and  it  grew  at  one 
and  a  half  times  the  rate.  The  reason  Worker's  Comp  is  growing 
at  such  a  rapid  rate  is  the  medical  portion  of  Worker's  Comp  is 
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growing  at  such  a  rapid  rate.  So,  I  truly  believe  that  we  have  the 
worst  of  all  worlds. 

We  in  the  private  sector  have  tried  everything  we  can  to  hold 
down  the  cost  of  health  care.  We  tried  switching  programs,  we  tried 
managed  care,  we  tried  self-insurance,  we  tried  reducing  benefits, 
passing  along  a  bigger  share  of  the  cost  to  our  employees.  Nothing 
helps. 

The  cost  of  health  care  continues  to  rise  and  rise  at  this  extraor- 
dinary rate  of  10  to  50  percent  a  year.  Unfortunately,  the  smaller 
our  businesses  are,  the  more  disproportional  the  costs  are. 

Well,  I  believe  that  there  is  no  solution  to  this  health  care  crisis 
without  universal  coverage.  I  truly  believe  universal  coverage  is  the 
key.  Let  me  try  to  explain  why. 

First  of  all,  basically  to  oversimplify  it  —  and  this  is  an  over- 
simplification —  there  are  three  basic  payers  for  health  care  in  this 
country  today.  There  is  the  government  or,  really,  the  taxpayers 
through  Medicare  and  Medicaid.  There's  big  business  that  has 
enough  market  muscle  today  to  self-insure  and  cut  a  relatively 
good  deal  for  itself.  Then  there's  the  small  business  owners  and  in- 
dividuals who  insure  conventionally. 

Every  time  we  here  in  Washington  look  to  take  some  cost  out  of 
the  system  —  and  I  believe  we  can  do  that  —  it  simply  gets  cost 
shifted  and  it  gets  cost  shifted  to  the  weakest  link  in  the  chain, 
owners  of  small  businesses.  That's  why  our  costs  go  up  10  to  50 
percent  a  year.  And,  as  big  businesses  look  at  ways  to  squeeze  out 
costs,  and  they're  doing  that  each  and  every  day,  those  costs  simply 
get  shifted.  Again  they  get  shifted  to  the  weakest  link  in  the  chain. 

These  38V2  million  people  out  there  who  don't  have  health  care 
insurance,  they  get  health  care.  They  just  get  it  today  at  the  emer- 
gency room  at  four  or  five  times  the  cost  it  would  be  in  a  doctor's 
office. 

You  know  who  pays  for  it?  We  do,  the  owners  of  small  busi- 
nesses. That's  why  our  costs  go  up  10  to  50  percent  a  year. 

I  can't  really  agree  with  the  people  who  say  that  a  91  percent 
solution  will  resolve  the  problems  of  the  health  care  crisis  that  we 
have.  A  91  percent  solution,  as  I  see  it,  means  that  11  of  the  15 
million  people  who  are  uninsured,  who  are  poor,  will  get  health 
care  insurance;  but  the  16  of  the  18  million  people  who  work,  will 
not.  So,  we'll  still  have  24  million  people  out  there  without  health 
care  insurance.  That  cost  will  be  shifted.  It  will  be  shifted  to  the 
weakest  link  in  the  chain. 

There  are  people  who  talk  about  incremental  steps  —  the 
buzzwords  I  hear  in  Washington  all  the  time:  Guaranteed  issue, 
guaranteed  renewability,  portability,  no  more  exclusions  for  pre- 
existing conditions. 

My  opinion  is  that  those  —  and  we're  all  for  them  —  those  won't 
work  without  universal  coverage.  If  you  had  guaranteed  issue,  it 
means  that  the  sick  or  people  like  my  son  who  is  a  diabetic,  are 
going  to  be  able  to  get  insurance.  That's  good.  But  that  will  drive 
the  cost  up. 

If  you  have  guaranteed  renewability,  it  means  that  no  matter 
when  you  get  sick,  your  insurance  is  going  to  be  able  to  be  renewed 
so  the  sick  are  going  to  be  able  to  stay  in  the  system. 
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Portability  means  you  can  carry  your  insurance  from  job  to  job 
to  job.  That's  good  because  Americans  change  jobs  seven  or  eight 
times  in  a  Hfetime  now.  That  means  the  sick  can  carry  it  from  job 
to  job.  What  that  means  is  the  costs  are  going  to  up.  As  the  costs 
go  up,  what  happens  is  the  healthy,  they  opt  out. 

So,  the  disparity  increases  more  and  more,  and  the  healthy  really 
have  an  incentive  to  drop  out,  if  you  take  away  exclusions  for  pre- 
existing conditions,  because  they  could  just  wait  until  they  get  sick. 

So,  what  happens  in  an  incremental  approach  is  that  the  nealthy 
opt  out,  the  sick  opt  in,  fewer  people  who  work  are  covered  and 
costs  go  up.  So,  I  don't  see  it  as  any  real  solution. 

So,  if  you  believe  as  I  do  that  universal  coverage  is  the  key  to 
the  small  business  owner,  there  are  really  only  three  basic  ways  to 
get  there.  One  is  a  single-payer  system  like  they  have  in  Canada. 
To  me,  that  is  just  too  much  government  and  too  much  taxes,  and 
I'm  not  able  to  support  that. 

A  second  way  is  some  kind  of  individual  or  family  mandate  simi- 
lar to  what  Senator  Chafee  had  originally  proposed.  I  do  believe 
that  that  could  lead  to  businesses  off-loading  costs  onto  the  family. 

A  third  way  is  building  upon  our  present  system  of  private  sector 
health  care,  building  upon  our  present  system  of  employer-based 
coverage,  where  there  is  shared  responsibility  between  the  em- 
ployer and  the  employee.  I  can  support  that,  if  there  are  adequate 
subsidies  in  there  for  small  business  owners  so  that  they  can  afford 
to  provide  coverage. 

To  deal  with  the  third  question:  Can  we  take  cost  out  of  the  sys- 
tem? I  believe  we  absolutely  can. 

First,  I  believe  that  if  we  have  buying  groups,  voluntary  buying 

f roups  formed  in  this  country,  it  will  give  the  small  businesses  the 
ind  of  market  muscle  we  need  to  take  cost  out  of  the  system. 

It's  not  some  kind  of  theory  that  may  work.  Where  it's  been  tried 
it  really  does  work. 

In  Cleveland,  as  an  example,  there's  a  group  called  COSE,  the 
council  of  Smaller  Enterprises.  They've  been  in  business  for  18 
years.  They've  had  some  really  fanatically  strong  leadership  from 
a  guy  named  John  Polk.  They've  got  about  13,000  small  businesses 
they  insure.  They're  insuring  about  75,000  workers  and  180,000 
lives. 

As  I  recall,  I  believe  their  health  care  costs  are  about  35  percent 
less  than  everybody  else's  in  Cleveland,  that  same  35  percent  num- 
ber we  used  earlier.  Their  costs  have  gone  up  at  one-third  the  rate 
of  everybody  else's  in  Cleveland. 

Second,  I  think  we  can  take  cost  out  of  the  system  if  we  have 
substantive,  real  malpractice  reform. 

Third,  I  think  we  can  take  cost  out  of  the  system  if  we  go  to 
things  like  uniform  billing,  electronic  claims  processing,  standard- 
ized forms,  if  we  simplify  the  system. 

Fourth,  I  believe  that  if  many  of  you  look  at  any  bit  of  anecdotal 
information  you  can  see  that  costs  clearly  can  be  taken  out  of  a  sys- 
tem. Today,  in  a  doctor's  office,  a  nurse  spends  50  percent  of  his 
or  her  time  filling  out  forms.  The  average  nurse  fills  out  19  forms 
per  patient  per  day.  In  a  hospital,  25  cents  of  every  dollar  you 
spend  goes  for  administrative  costs.  It  doesn't  buy  you  a  nickel's 
worth  of  health  care.  Ten  cents  of  every  dollar  we  spend  in  this 
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country  today  goes  for  fraud  and  abuse  in  the  health  care  system. 
That's  $80  bilHon  a  year. 

Former  Surgeon  General  C.  Everett  Coop  said  not  so  long  ago 
that  25  to  30  percent  of  the  diagnostic  procedures  performed  in  this 
country  were  not  needed.  He  said,  if  we  could  take  that  cost  out 
of  the  system,  it  would  save  $200  billion,  enough  to  cover  the  unin- 
sured. 

So,  yes,  I  believe  we  can  take  cost  out  of  the,  system. 

What  would  I  like  to  see  in  a  health  care  remrm  bill  that  would 
be  voted  into  law  by  the  Congress?  One,  universal  coverage  clearly 
is  a  key  for  me.  Two,  I  want  to  see  small  businesses  have  the  right 
to  buy  real  insurance,  comprehensive  insurance,  not  some  kind  of 
bare  bones  coverage  —  something  like  we  have  today  —  or  some 
kind  of  catastrophic  coverage,  but  real  insurance. 

I'm  tired  of  seeing  small  Dusinesses  treated  like  second-class  citi- 
zens. It's  more  and  more  difficult  each  and  every  day  for  us  to  at- 
tract and  keep  a  high  quality  work  force. 

If  somebody  today  is  on  welfare  and  goes  to  work  for  a  small 
business  and  they  get  sick,  the  first  thing  they  do  is  go  back  on 
welfare.  To  me  that's  counterintuitive,  but  they  have  to  in  order  to 
get  health  care  coverage. 

Or  if  we  have  someone  that's  worked  for  us  for  10  years,  someone 
on  whom  we  spent  an  extraordinary  amount  of  money  attracting, 
training  and  getting  to  a  level  of  high  productivity,  and  let's  say 
she  decides  she  wants  to  have  a  baby,  the  first  thing  she's  going 
to  do  is  leave  us  because  we  don't  have  health  care  coverage.  Or 
in  case  we're  depending  on,  or  she's  depending  on  being  covered 
under  her  husband's  plan  —  as  in  today's  marketplace  big  busi- 
nesses are  looking  to  take  cost  out  of  the  system  —  and  the  next 
thing  they're  going  to  do  is  drop  dependent  coverage.  When  they 
do,  she's  not  going  to  be  covered,  and  she's  going  to  have  to  look 
for  a  place  to  work  that  does  offer  coverage.  So,  real  insurance  I 
think  is  important. 

Three,  I  want  to  see  discounts  in  there  for  small  businesses  so 
small  businesses  can  afford  real  insurance. 

Four,  I  want  to  see  buying  groups  so  that  we  can  afford  it  both 
today  and  tomorrow  so  the  costs  don't  go  up  at  10  to  50  percent 
a  year,  buying  groups  to  give  the  same  kind  of  market  muscle  that 
big  businesses  have. 

Five,  I  want  to  see  an  end  to  the  abuses,  to  the  occupational  red- 
lining, to  the  exclusions  for  preexisting  conditions. 

Six,  I  want  to  see  that  small  business  owners  who  are  self-em- 
ployed have  the  same  rights  that  big  businesses  do.  By  that  I  mean 
I  want  to  see  us  be  able  to  deduct  100  percent  of  our  costs,  not  25 
percent. 

Seven,  I  want  to  see  some  kind  of  combination  of  health  care  re- 
form with  Worker's  Compensation  reform  to  bring  down  the  cost  of 
Worker's  Comp  and  also  the  medical  portion  of  automobile  insur- 
ance. 

Last,  I  want  to  make  sure  that  there's  choice.  Because  today 
really  there  is  very  little  choice  in  the  marketplace.  In  over  80  per- 
cent of  the  private  sector  plans  that  are  offered  today,  the  employ- 
ees don't  get  choice.  I'd  like  to  see  them  get  choice  and  choice 
among  lots  of  different  plans. 
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But  surrounding  all  this,  I  believe,  is  the  strong  need  for  univer- 
sal coverage  because  I  believe  that's  what  makes  the  system  work. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

[Mr.  Bowles'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  Mr.  Natwar  Gandhi,  the 
Associate  Director  of  Tax  Policy  Administration  Issues  for  the  Gren- 
eral  Government  Division  of  the  GAO. 

TESTIMONY  OF  NATWAR  M.  GANDHI,  ASSOCIATE  DIRECTOR 
TAX  POLICY  AND  ADMINISTRATION  ISSUES,  GENERAL  GOV- 
ERNMENT DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE; 
ACCOMPANIED  BY  THOMAS  D.  SHORT 

Mr,  Gandhi.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  Mrs.  Meyers  and  members  of  the  committee,  we 
are  pleased  to  present  our  views  on  the  tax  compliance  issues  aris- 
ing from  proposed  health  care  reform  provisions  that  affect  the  use 
of  independent  contractors. 

Joining  me  at  the  table  here  is  my  colleague,  Tom  Short,  who  has 
worked  extensively  on  tax  issues  involving  independent  contrac- 
tors. Indeed,  our  testimony  today  is  based  on  that  extensive  body 
of  GAO  work. 

Some  reform  provisions  touch  on  rules  for  classifying  workers  as 
employees  or  independent  contractors  and  reporting  payments 
made  to  independent  contractors  on  information  returns.  Various 
health  reform  proposals  will  require  many  employers  to  pay  most 
health  care  premiums  for  their  full-time  employees. 

Although  we  are  not  taking  a  position  on  the  overall  desirability 
of  a  mandate,  any  mandate  on  employers  would  likely  encourage 
them  to  restructure  their  work  forces  to  use  more  independent  con- 
tractors in  order  to  avoid  additional  health  insurance  costs. 

Having  more  independent  contractors  raise  tax  compliance  con- 
cerns because,  one,  independent  contractors  tend  to  have  lower  tax 
compliance  than  employees.  Two,  some  independent  contractors 
will  be  misclassified  due  to  unclear  classification  rules. 

However,  to  the  extent  that  health  reform  can  address  these  is- 
sues through  improved  information  reporting  and  other  actions,  so 
much  the  better  for  tax  administration. 

Let  me  first  point  to  basic  differences  between  an  independent 
contractor  and  an  employee.  Independent  contractors  are  commonly 
viewed  as  self-employed  workers  who  provide  services  such  as  legal 
or  accounting  services.  Employees  also  may  provide  such  services 
but  usually  just  for  one  employer  over  a  longer  period  of  time. 

For  workers  classified  as  employees,  the  employer  must  withhold 
and  deposit  income  and  social  security  taxes  from  wages.  The  em- 
ployer is  also  required  to  pay  unemployment  taxes  and  a  share  of 
social  security  taxes.  Employers  also  may  provide  benefits  such  as 
pension  or  health  insurance. 

In  contrast,  independent  contractors  have  to  take  responsibility 
for  their  taxes  and  benefits.  Employers  sometimes  classify  employ- 
ees as  independent  contractors  because  of  factors  such  as  imclear 
classification  rules.  We  believe  that  the  rules  need  clarification  to 
ensure  greater  certainty  and  consistency  for  IRS,  employers  and 
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workers  alike.  We  have  recommended  that  Congress  enact  legisla- 
tion that  resolves  the  classification  controversy. 

In  addition  to  misclassification,  having  more  independent  con- 
tractors raises  concerns  about  their  lower  tax  compliance  compared 
to  employees.  IRS  studies  since  1970's  have  consistently  docu- 
mented this  difference. 

For  example,  employees  have  historically  reported  almost  all  of 
their  wage  income.  Conversely,  independent  contractors  reported 
74  percent  of  their  business  income.  Further,  independent  contrac- 
tors who  should  have  been  classified  as  employees  reported  only  62 
percent  of  their  income  in  1984.  Also,  nonwage  earners  such  as 
independent  contractors  owed  75  percent  of  delinquent  taxes  but 
comprised  only  6  percent  of  all  individual  taxpayers. 

In  sum,  the  compliance  differences  in  reporting  income  and  pay- 
ing taxes  pose  serious  concerns  about  employers  switching  from 
employees  to  independent  contractors.  Our  1992  report  discussed 
withholding  taxes  on  payments  made  to  independent  contractors  as 
a  way  to  improve  tax  compliance  among  independent  contractors. 

Withholding  has  been  the  cornerstone  of  our  tax  compliance  sys- 
tem for  employees.  We  concluded  that  noncompliance  among  inde- 
pendent contractors  was  serious  enough  to  warrant  some  form  of 
withholding  on  their  income.  Absent  tax  withholding,  information 
reporting  helps  reduce  the  opportunity  to  underreport  income. 

Over  the  years,  we  have  found  that  information  reporting  im- 
proves voluntary  compliance  as  well  as  IRS's  ability  to  find  unre- 
ported income.  Specifically,  one  IRS  study  showed  that  independent 
contractors  reported  97  percent  of  the  income  that  appeared  on  an 
information  return.  Otherwise,  they  only  reported  83  percent,  a  de- 
cline of  14  percentage  points. 

Even  so,  tax  law  does  not  require  information  reporting  for  all 
independent  contractor  payments.  Payments  made  to  independent 
contractors  who  incorporate  or  who  provide  services  to  households 
are  not  subject  to  information  reporting.  Nor  are  payments  to  an 
independent  contractor  that  fall  below  $600  for  a  calendar  year. 

Our  1992  report  also  discussed  information  reporting  for  inde- 
pendent contractors  as  a  way  to  improve  compliance.  We  identified 
several  options  to  strengthen  this  information  reporting  and  close 
potential  loopholes.  These  options  are  listed  in  Appendix  III  of  my 
testimony. 

That  concludes  my  statement,  Mr.  Chairman.  My  colleague  and 
I  will  be  pleased  to  try  to  answer  any  question  you  or  other  mem- 
bers of  the  committee  may  wish  to  have. 

Would  you  be  kind  enough  to  put  my  full  testimony  in  the  record, 
sir? 

Chairman  LaFalce.  Yes.  Yes,  of  course. 

[Mr.  Gandhi's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  thank  you,  Mr.  Gandhi,  along  with  Mr. 
Bowles. 

Mr.  Gandhi,  on  pages  3  and  4  of  your  statement,  you  discuss  the 
compliance  differences  between  employees  and  self-employed  work- 
ers such  as  independent  contractors.  You  also  refer  to  the  tax  gap. 
What  exactly  is  the  tax  gap?  How  big  is  it?  Can  it  all  be  collected? 
What's  your  most  recent  estimate  of  the  tax  gap,  et  cetera? 
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Mr.  Gandhi.  Well,  Mr.  Chairman,  I  think  that  the  tax  gap  is  a 
matter  of  grave  concern  for  us  and  for  the  IRS.  The  tax  gap  is  basi- 
cally the  gap  that  exists  between  what  the  taxpayers  voluntarily 
pay  and  what  they  actually  owed  to  IRS  for  each  tax  year.  Basi- 
cally, the  amount  of  tax  gap  for  1992  is  a  huge  $127  billion. 

Cfhairman  LaFalce.  How  much? 

Mr.  Gandhi.  $127  billion.  That's  a  huge  amount.  It's  a  revenue 
hemorrhage  in  the  system. 

Chairman  LaFalce.  You  mean  that's  something  we  should  be 
collecting  as  revenues  and  we  are  not? 

Mr.  Gandhi.  Exactly  right,  sir. 

Chairman  LaFalce.  $127  billion. 

Mr.  Gandhi.  That's  the  annual  tax  gap,  and  that's  the  gap  that 
is  only  from  legal  income  sources.  That  is  to  say,  income  that  is 
generated  through  legitimate  means.  A  tax  loss  to  the  government 
from  illegal  income  also  is  going  on,  and  that  is  an  entirely  dif- 
ferent issue  than  tax  gap  area.  Now  of  that  $127  billion 

Chairman  LaFalce.  This  is  the  aboveground  economy? 

Mr.  Gandhi.  Yes,  almost  all  of  it  sir.  Of  that  $127  billion,  some- 
thing like  74  percent,  $94  billion,  belongs  to  individuals.  About  $33 
billion,  or  about  26  percent,  belongs  to  tne  corporations. 

Now,  one  area  that  particularly  concerns  us  is  the  unreported  in- 
come by  small  corporations,  sole  proprietors,  and  other  small  busi- 
nesses That  is  an  area  that  really  needs  to  be  looked  after,  and 
should  be  examined  in  greater  detail. 

Now,  let  me  give  you  some  numbers.  If  you  really  look  at  individ- 
ual compliance  for  all  individuals  it  is  around  93  percent.  That 
would  mean  that  of  every  $100  that  is  owed  to  IRS,  individual  tax 
compliance  is  $93.  Among  employees,  for  those  of  us  who  get  paid 
in  wages,  that  is  about  99.5  percent,  almost  100  percent.  That 
would  mean  that 

Chairman  LaFalce.  Almost  universal. 

Mr.  Gandhi.  Almost  universal,  because  of  withholding.  If  you  go 
down  to  the  sole  proprietors,  that  goes  down  to  about  80  percent. 
So,  every  $100  that  is  owed,  only  $80  are  being  paid  voluntarily. 

Chairman  LaFalce.  And  if  we  could  get  the  sole  proprietors  to 
go  from  80  percent  to  99.5  percent,  approximately  how  much  addi- 
tional revenue  would  we  gain  this  year? 

Mr.  Gandhi.  Well,  that  number  is  difficult  to  get.  Do  you  have 
the  number? 

Mr.  Short.  I  don't  have  it  right  with  me.  We  certainly  can  get 
that  for  you. 

Chairman  LaFalce.  Well,  approximate.  What  do  we 

Mr.  Short.  We  do  know  the  tax  gap  for  '92;  the  estimate  was 
about  $32  billion  for  all  sole  proprietors.  So,  that's  the  universe  we 
would  be  working  with.  If  their  percentage  increase  in  compliance 
was  large,  obviously,  we're  talking  about  billions  of  dollars. 

Chairman  LaFalce.  You're  talking  approximately  then  $40  bil- 
lion maybe  or  close  to  it? 

Mr.  Short.  Well,  that  $32  billion  represents  much  of  the  compli- 
ance difference  between  the  80  and  100  percent.  You  got  roughly 
20  percentage  points  you're  playing  with.  I'd  have  to  look  at  the 
numbers  more  closely,  but,  obviously,  if  you're  talking  about  closing 
that  difference  slot  it  would  be  a  good  chunk  of  that  $32  billion. 
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Chairman  LaFalce.  Yes.  All  right.  Thank  you. 

Mr.  Gandhi.  So,  basically,  we're  talking  about  large  sets  of  tax 
gap  numbers,  which  is  what  really  concerns  us  most.  We  have  been 
talking  about  using  something  like  withholding,  which  may  be  a 
little  harsh  in  some  cases  to  reduce  this  tax  gap.  Certainly  informa- 
tion reporting  too  could  help  and  could  be  enhanced.  We  have  de- 
voted a  great  deal  of  our  work  to  improved  information  reporting. 

Chairman  LaFalce.  All  right.  Now,  I'm  a  small  businessman. 

Mr.  Gandhi.  Yes,  sir. 

Chairman  LaFalce.  If  I've  got  a  person  who's  an  employee,  I'm 
going  to  have  to  withhold,  correct? 

Mr.  Gandhi.  Yes. 

Chairman  LaFalce,  But  if  there's  an  independent  contractor,  I'm 
not  going  to  have  to  withhold,  right? 

Mr.  Gandhi.  That  is  correct,  sir. 

Chairman  LaFalce.  Isn't  it  to  my  advantage,  my  personal  small 
business  advantage,  not  to  count  this  person  as  an  employee?  Am 
I  not  going  to  go  through  every  possible  contortion  to  make  sure 
this  person  is  considered  an  independent  contractor?  Can't  I  avoid 
an  awful  lot  of  rigamarole,  requirements  here,  requirements  there? 

Mr.  Gandhi.  If  you  are  basically  looking  in  terms  of  costs  and 
costs  alone,  that  may  be  the  case.  But  we  have  a  great  variety  of 
factors  at  work  here  that  influence  this  classification  decision.  For 
example,  the  emerging  service  economy  and  emphasis  on  tech- 
nology, has  changed  the  whole  concept  of  workplace  and  working 
relationships. 

For  example,  if  you  have  a  telephone,  a  computer,  a  modem  and 
a  fax,  you  really  don't  need  to  go  to  an  office  if  you  are  involved 
basically  in  intellectual  work.  Some  people  may  not  like  to  go  to 
work,  fight  traffic  and  go  through  commuting  and  all  that  stuff. 
They  would  like  to  work  at  home. 

Chairman  LaFalce.  That's  what  my  employees  tell  me  all  the 
time.  I  tell  them  forget  it. 

Mr.  Gandhi.  That's  right.  That's  right.  But  I  think 

Chairman  LaFalce.  We  need  somebody  here. 

Mr.  Gandhi.  What  technology  really  makes  possible  is  all  dif- 
ferent kinds  of  working  relationships.  The  issue  here,  however,  is 
that  if  you  have  more  and  more  of  these  independent  contractors, 
on  whose  behalf  the  employers  don't  need  to  buy  any  benefits,  don't 
really  need  to 

Chairman  LaFalce.  All  right.  What  can  we  do  about  either  — 
what  are  the  advantages  and  disadvantages  of  withholding,  even 
for  independent  contractors?  Or  if  not  withholding,  what  about  ex- 
panding information  reporting  to  cover  payments  made  to  inde- 
pendent contractors? 

Mr.  Gandhi.  Well,  let  me  say  two  things.  In  case  of  withholding, 
if  we  really  have  withholding,  the  first  thing  you  would  have  is 
that  the  employees  whose  wages  are  being  withheld  for  tax  pur- 
poses would  already  be  in  the  system.  There  is  a  gradual  payment 
of  taxes.  So,  they  do  not  face  a  great  burden  at  the  end  of  the  year 
when  he  or  she  went  to  file  a  return  and  pay  their  taxes. 

A  second  thing  is  that  you  could  better  ensure  that  that  person 
would  keep  on  filing  returns  on  an  annual  basis.  However,  if  you 
think  in  some  cases  that  withholding  is  a  little  harsh  because  the 
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worker  would  need  that  withheld  amount  at  the  end  of  the  period 
due  to  some  cash  flow  problems,  then  you  might  think  in  terms  of 
information  reporting.  All  it  really  does  is  require  payers  to  report 
to  IRS  that  they  have  given  this  amount  of  money  to  this  independ- 
ent contractor  who  then  should  include  that  money  on  the  income 
statement  and  tax  return.  If  so,  that  could  be  computer  matched 
at  IRS. 

Chairman  LaFalce.  Thank  you.  My  5  minutes  is  expired. 

Mrs.  Meyers. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman.  I'd  like  to  come  back 
to  the  issue  of  health  care.  Mr. 

Chairman  LaFalce.  I  thought  that's  what  we  were  on,  Mr.  Gan- 
dhi. 

Mrs.  Meyers.  Mr.  Bowles,  I  know  that  a  good  many  small  busi- 
nesses are  very  concerned  about  mandates,  primarily.  Not  because 
they  don't  want  to  offer  health  care.  A  lot  of  it  is  because  they  fear 
future  escalation  of  cost,  and  a  lot  of  it  —  and  I've  talked  to  people 
who  are  offering  health  care  right  now  in  their  businesses,  and 
they  really  don't  want  the  mandate  because  they  don't  want  to  lose 
control  of  their  destiny. 

This  way,  they  can  offer  an  extensive  plan  or  a  limited  plan. 
They  can  pay  80  percent.  They  can  pay  50  percent.  If  the  govern- 
ment mandates,  they  are  essentially  turning  over  control  of  a  very 
big  part  of  their  business  income  to  the  Federal  Government  and 
just  sajdng  just  tell  me  what  to  do. 

In  addition  to  that,  there  is  a  great  deal  of  paperwork. 

Now,  I  know  that  you  have  done  a  lot  of  traveling  and  speaking 
on  health  care.  In  your  opinion,  do  the  majority  of  the  Nation's 
small  businesses  really  support  an  employer  mandate? 

Mr.  Bowles.  Let  me  give  you  the  most  definitive  answer  I  can. 
There  was  a  study  that  was  done  by  Wayne  State  University  that 
came  out  from  information  in  1993. 

Chairman  LaFalce.  Can  you  speak  up  a  bit? 

Mr.  Bowles.  I'm  sorry. 

There's  a  study  that  was  done  by  Wayne  State  University.  It  was 
based  on  information  of  1993  from,  a  survey  of  small  businesses 
with  50  or  fewer  employees.  In  that  study  for  50  or  fewer  employ- 
ees, 46  percent  of  the  people,  as  I  remember,  were  against  an  em- 
ployer mandate,  42  percent  were  for,  and  I  think  13  percent  were 
neutral. 

When  you  looked  at  —  when  you  went  beyond  25  employees, 
looked  at  26  to  50,  the  numbers  changed.  About  56  percent  were 
for  a  mandate  and  36  percent  were  against  it,  the  remaining  being 
neutral.  I  think  that's  the  best,  most  definitive  answer  I  can  give 
to  your  question,  Mrs.  Meyers. 

Mrs.  Meyers,  I  am  puzzled.  I  am  puzzled  by  the  difference  in  the 
kinds  of  studies  that  I  see.  You  quote  one  fi-om  Wayne  State,  and 
yet  I  have  seen  studies  that  it's  —  they  virtually  unanimously  re- 
ject the  idea  of  yet  another  Federal  mandate  that  they  can't  see 
where  it's  going  to  be  5  years  from  now  or  10  years  from  now. 

The  fact  that  all  13  State  White  House  Business  Conferences,  it 
has  been  the  very  top  issue  before  them.  They  do  not  —  they  want 
health  care  improvement.  They  do  not  want  the  mandates. 
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Let  me  talk  for  just  a  minute  about  you  —  we  both  quote  the 
Cleveland  experience  as  something  that  supports  our  point  of  view. 
You  have  quoted  COSE  and  the  fact  that  12,000  small  businesses 
have  joined,  and  I  don't  know  the  number  of  people  who  are  in- 
volved, and  that  their  health  care  costs  have  come  down  from  30 
to  40  percent.  We  heard  that  in  testimony  at  this  —  at  a  hearing 
in  this  committee.  Yet,  COSE  is  completely  voluntary. 

That  is  exactly  what  all  of  us  are  talking  about  that  reject  the 
idea  of  mandates.  If  it  can  happen  in  Cleveland  with  some  kind  of 
guidelines  at  the  Federal  level  and  without  a  mandate,  we  think 
it  could  happen  everywhere.  Could  you  comment  on  that? 

Mr.  Bowles.  Certainly.  I'll  be  glad  to.  I  am  a  big  advocate  of 
COSE,  and  I  do  think  they  have  done  a  good  job.  There  are  two 
enormous  problems,  however. 

First  of  all,  COSE  is  the  first  to  admit  that  they  engage  in  ad- 
verse selection.  They  do  cherry  pick.  That's  the  biggest  problem 
with  it.  If  we  had  universal  coverage,  I  think  if  they  were  here  they 
would  also  tell  you  that  they  would  cease  to  do  that.  But  that  is 
the  biggest  problem. 

Number  two,  COSE's  been  in  existence  for  18  years.  We  tried  to 
do  the  same  thing  where  I'm  from,  in  Charlotte,  through  the  Cham- 
ber, just  like  COSE's  done  through  the  Chamber.  Many,  many  com- 
mimities  throughout  this  country  have  tried  to  do  the  same  thing. 
You  get  down  to  a  chicken  or  an  egg  situation.  You  can't  get 
enough  people  in  your  buying  group  to  get  policies  where  you  can 
have  a  low  enough  cost  to  attract  the  people  in  your  group.  Yet  you 
can't  get  good  enough  policies  because  you  don't  have  enough  peo- 
ple to  have  enough  mass  to  bring  down  the  cost. 

So,  it  really  does  take  a  long  period  of  time  for  a  voluntary  sys- 
tem like  that  to  work.  Many  places  where  it's  been  tried,  it  has 
simply  not  worked.  I  don't  believe  we  can  wait  another  18  years  for 
it  to  happen  in  Charlotte  or  for  it  to  happen  in  Lawrence  or  for  it 
to  happen  in  Buffalo  or  for  it  to  happen  in  Iowa. 

Mrs.  Meyers.  Well,  I  don't  want  to  belabor  this. 

Let  me  follow  up  with  one  question.  A  great  many  of  us  think 
that  if  you  mandated  the  insurance  companies  to  offer  a  basic  plan 
of  benefits,  now  nobody  would  have  to  buy  it,  and  the  insurance 
companies  could  offer  anything  else  they  wanted  to,  but  one  of  the 
things  they  offered  would  have  to  be  a  basic  plan  of  benefits. 

Then  if  you  had  medical  malpractice  reform  and  uniform  sim- 
plified billing,  that  the  three  of  those  would  bring  enough  price  sta- 
bility and  possibly  enough  price  lowering  so  that  these  pools  would 
be  much  easier,  the  sharing  of  administrative  costs  and  sharing  of 
risk. 

Of  course,  portability  and  preexisting  condition  exclusion  are  al- 
ways the  problem,  is  always  lessened  if  there  are  similar  plans. 
The  more  people  who  offered  them,  it  becomes  easier  to  have  pool- 
ing and  shared  risk. 

I  think  we  could  go  a  very  long  way  without  a  mandate.  I  think 
that's  where  we  are  going  to  end  out  in  this  conference,  and  I 
would  hope  you  would  be  able  to  bring  the  kind  of  information  and 
intelligence  to  this  to  cooperate  with  us  on  that  once  we  have 
passed  a  bill. 


193 

Chairman  LaFalce.  Thank  you  very  much.  The  time  of  the 
gentlelady  has  expired. 

The  second  set  of  bells  summoning  us  for  a  vote,  probably  a  very 
important,  crucial  issue  of  approving  a  journal,  means  we're  going 
to  have  to  take  approximately  a  10-minute  recess.  But  we  will  re- 
convene in  approximately  10  minutes. 

[Recess.] 

Chairman  LaFalce.  When  we  recessed,  we  had  concluded  the 
questioning  of  Mrs.  Meyers.  We  now  go  to  Mr.  Neal  Smith,  former 
Chairman  of  the  Small  Business  Committee. 

Mr.  Smith.  I  just  have  one  question,  really,  of  the  Administrator. 
I  have  no  idea  what  the  answer  is  because  I  haven't  received  re- 
ports on  these  State  White  House  Conference  on  Small  Business 
meetings. 

But  what  I  hear  from  small  businesses  is  that  they  have  more 
fear  of  paperwork  than  they  have  of  paying  another  25  or  50  cents 
a  hour,  whatever  it  may  be.  Now  they  have  to  file  paperwork  for 
Federal  income  tax.  State  income  tax,  social  security,  Medicare,  un- 
employment compensation,  workman's  compensation.  It's  just  bur- 
densome to  somebody  that  doesn't  have  enough  employees  to  afford 
a  full-time  bookkeeper. 

For  the  last  few  years  we  now  make  some  small  businessmen  go 
down  to  the  bank  and  put  the  money  in  the  exact  right  amount, 
on  Wednesday  for  the  payroll  that  they  have  on  Friday.  That's  an- 
other burden. 

I  think  it's  driving  small  businesses  to  contract  for  the  entire 
service.  They  pay  a  third  party  to  provide  those  employees  and 
thus  they  lose  the  personal  relationship  that  they  had  with  their 
employees.  Paperwork,  I  think,  is  worse  than  payment. 

Now,  do  you  hear  that  or  is  that  just  in  my  area? 

Mr.  Bowles.  Mr.  Chairman,  I  hear  it  —  I  hear  both.  Paperwork 
is  a  nightmare.  You  know,  the  raft  of  forms,  the  payments  on  a 
procedure-by-procedure  basis,  these  exclusions  for  preexisting  con- 
ditions absolutely  drive  a  small  business  person  crazy.  People  for- 
get that  we  don't  have  a  benefits  department. 

So,  it's  not  just  fining  out  the  papers.  It's  who  has  to  fill  out  the 
papers.  It's  either  the  owner  of  a  business  or  a  very  valued  em- 
ployee who  has  to  take  time  away  from  their  customers,  take  time 
away  from  managing  the  business,  in  order  to  deal  with  the  insur- 
ance companies.  So,  today  it  is  a  paperwork  nightmare. 

Cost  is  an  enormous  issue.  Arthur  Andersen  just  did  a  report  for 
National  Small  Business  United.  I'm  sure  that  they  will  talk  about 
it  in  their  time  up  here.  But  the  average  cost  for  a  small  business 
owner  last  year  was  up  14  percent.  Now  that's  a  little  lower  than 
it  was  the  year  before  when  it  was  up  22  percent,  and  it  was  up 
21  percent  the  year  before  that,  but  that's  a  57  percent  increase  in 
3-years.  When  you  talk  about  a  14  percent  increase  now,  you  com- 
pare that  to  what  the  rate  of  inflation  is.  It's  extraordinary  what's 
being  done  to  the  small  business  owners. 

But  that  14  percent  doesn't  even  reflect  the  problems  we  have  be- 
cause if  you  look  at  the  numbers  in  that  survey,  the  coverage  that 
we're  getting  is  not  as  good.  That  survey  shows  that  36  percent  of 
the  people  had  higher  deductibles,  25  percent  increased  copays,  22 
percent  changed  policies  to  higher  copays,  and  16  percent  reduced 
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benefits.  So,  the  coverage  was  worse,  just  like  I  said  in  my  opening 
statement. 

Mr.  Smith.  Well,  if  there  were  mandates  —  and  I  don't  think 
there  are  going  to  be  on  smaller  businesses  —  does  that  mean 
there  would  also  be  more  paperwork  or  does  it  not? 

Mr.  Bowles.  I  believe  there  would  be  far  less  paperwork,  that  we 
would  go  to  uniform  billing,  electronic  claims  processing,  simplified 
forms. 

Mr.  Smith.  You  have  to  do  that  at  the  same  time? 

Mr.  Bowles.  Yes,  sir.  It  would  be  counterintuitive  not  to. 

Chairman  LaFalce.  I'm  not  sure  who  to  call  on  next.  Who  has 
seniority?  Is  it  Mr.  Collins?  Mr.  Kim? 

Mr.  Kim.  We're  about  the  same.  Both  freshmen. 

Chairman  LaFalce.  Yes,  who 

Mr.  Collins.  Mr.  Chairman,  he  has  an  accent.  You  ought  to  let 
me  go  first. 

Chairman  LaFalce.  Well,  I  think  —  I  think  vou  were  here  for 
the  earlier  hearing,  from  9  o'clock  on,  so  on  that  oasis  I  call  on  Mr. 
Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Gandhi,  you  are 

Chairman  LaFalce.  And  I  should  have  asked  the  question,  I 
don't  know  who  to  call  last. 

Mr.  Collins.  You  referred  to  independent  contractors  and  sug- 
gest that  Congress  resolve  the  definition  of  independent  contrac- 
tors. Are  you  suggesting  that  Congress  change  the  definition  of 
independent  contractor  to  be  that  of  an  employee? 

Mr.  Gandhi.  No,  sir.  No,  no.  All  we  are  saying  is  that  the  rules 
of  classification  as  they  exist  today  are  rather  confusing.  We  had 
recommended  earlier  that  the  Congress  needs  to  clarify  these  rules, 
where  we  have  identified  in  testimony. 

It  is  possible,  quite  possible,  given  the  changes  in  the  technology 
and  the  economy,  that  one  can  continue  to  be  an  independent  con- 
tractor. But  what  we  are  afraid  about  is  that  someone  who  may  be 
an  employee  may  be,  either  through  mistake  or  otherwise,  be  clas- 
sified as  an  independent  contractor,  primarily  to  save  costs  to  em- 
ployers. 

Mr.  Collins.  OK. 

Mr.  Gandhi.  That  is  what  our  concern  was,  sir. 

Mr.  Collins.  I  can  appreciate  that  you  don't  want  them  to  go 
from  the  status  of  an  employee  to  that  of  an  independent  contrac- 
tor. 

Mr.  Bowles,  you  made  a  very  compassionate  speech  earlier  in 
your  opening  remarks  on  behalf  of  universal  care,  the  requirement 
for  universal  care  throughout  the  business  world  in  order  to  try  to 
cover  each  and  all  employees  or  as  many  as  possible.  I  think  you 
were  very  sincere  with  your  remarks.  I  mean,  you  came  across  that 
way.  I  think  you're  very  sincere  in  your  attempt  to  streamline  and 
change  the  Small  Business  Administration,  having  been  involved 
with  you  and  worked  with  you  and  conversed  with  you  on  several 
occasions. 

My  question  to  you  is,  during  your  involvement,  based  on  your 
sincerity  and  the  compassion  that  you  have  not  only  for  the  health 
care  reiorm  drive  itself  but  for  those  like  your  son  that  you  men- 
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tioned,  diabetes,  at  any  time  during  your  involvement,  specifically 
pertaining  to  your  activity  with  the  Small  Business  Coalition,  the 
Health  Security  Express  or  Families  U.S.A.,  have  you  ever  solicited 
legal  counsel  concerning  the  parameters  of  utilizing  appropriated 
funds  to  directly  or  indirectly  influence  legislation  before  the  Con- 
gress to  include  the  solicitation  of  grass-roots  lobbying? 

Mr.  Bowles.  First  of  all,  I  don't  think  you  have  an  accent,  Mr. 
Collins.  Before  I  agreed  to  go  on  the  Health  Care  Express,  I  specifi- 
cally asked  our  general  counsel  if  it  was  OK  and  to  do  the  research 
to  find  out  if  it  was.  He  did  that  research,  and  he  came  back  to 
me  and  told  me  it  absolutely  was.  That  is  the  only  checking  I  have 
done  to  the  best  of  my  knowledge. 

Mr.  Collins.  Very  good. 

Mr.  Thorpe,  a  Federal  agency  is  not  supposed  to  make  direct  ex- 
penditure of  appropriated  funds  for  certain  types  of  lobbying  nor 
should  it  make  grants  to  attempt  to  have  some  private  party  do  it 
indirectly.  Do  you  agree  with  that  statement?  And,  if  so,  I  would 
assume  you  know  of  no  such  instances  under  your  stewardship.  Is 
that  not  the  truth? 

Mr.  Thorpe.  That  is  true. 

Mr.  Collins.  Mr.  Bowles,  Mrs.  Meyers  asked  your  opinion  after 
all  the  travels  and  talks  that  you've  had  with  forums  and  soliciting 
input  from  small  business.  You  mentioned  a  poll  on  small  business, 
but  I  don't  think  you  ever  specifically  said  whether  or  not  those 
small  businesses  directly  told  you  they  wanted  or  did  not  want 
mandates. 

Mr.  Bowles.  Let  me  address  that.  She  used  the  example  of  the 
White  House  Conference.  The  White  House  Conference  in  Charles- 
ton, West  Virginia,  as  an  example,  they  had  two  different  sessions 
of  small  business  owners  who  went  in,  one  in  the  morning,  one  in 
the  afternoon. 

The  one  in  the  morning  came  out  unequivocally  against  employer 
mandates,  absolutely  against  it.  The  one  in  the  afternoon,  small 
business  owners,  came  out  for  universal  coverage  and  for  shared 
responsibility  between  the  employer  and  the  employee.  There  are 
people  for  and  against  employer  mandates.  As  you  travel  around 
the  country  you  hear  both  sides  of  it. 

Mr.  Collins.  I  think  there  are,  too. 

I  think  the  vast  majority,  though,  that  I  can  come  in  contact  with 
are  not  in  support  of  the  mandates.  There's  an  old  saying,  a  bar- 
gain is  not  a  bargain  if  you  do  not  have  the  money  to  purchase  the 
bargain. 

Mr.  Bowles.  Absolutely. 

Mr.  Collins.  And  I  think  that's  the  fear  of  a  lot  of  small  busi- 
nesses. They  don't  have  the  capital  as  they  see  it  to  make  the  ad- 
justment into  the  universal  employer  mandate.  So,  therefore,  not 
having  the  capital  to  make  that  adjustment,  they  fear  that  they 
will  just  fall  by  the  wayside  in  their  business. 

Now,  when  we  had  Mrs.  Clinton  to  speak  to  the  Small  Business 
Committee  last  year  and  she  was  asked  about  small  business  and 
the  effects  of  small  business  by  an  employer  mandate,  her  response 
was  that  I  cannot  be  responsible  for  every  undercapitalized  small 
business.  Do  you  share  that  same  thought?  Should  we  or  should  we 
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not  be  concerned  with  every  small  business,  the  employees  of  every 
small  business  that  we're  going  to  place  a  mandate  on? 

Mr,  Bowles.  Mr.  Collins,  I  don't  have  any  idea  of  the  context 
within  which  that  statement  you  quoted  was  said.  I  do  know  that 
Mrs.  Clinton  is  very  concerned  about  small  business,  that  the 
President  has  made  it  clear  that  he  is  concerned  about  small  busi- 
ness, that  he  understands  that  small  business  is  the  job  creator  of 
this  countrv,  and  I  assure  you  that  I  am  concerned  about  each  and 
every  small  business. 

Mr.  Collins.  You  also  mentioned  cost  shifting. 

Chairman  LaFalce.  Mr.  Collins,  I'll  permit  this  last  question, 
but  your  time  is  expired.  Gro  ahead  and  ask  this  last  question. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  As  usual,  as  usual. 

Mr.  Collins.  You  mentioned  cost  shifting  in  your  comments  and 
I'm  sure  you  were  referring  to  Medicare,  Medicaid,  where  we  often- 
times, through  the  acts  of  Congress,  will  reduce  the  reimburse- 
ments for  each  of  those  to  those  who  supply  health  care. 

In  fact,  what  we're  doing  —  those  people  are  small  business  peo- 
ple, too,  a  doctor  or  an  equipment  supplier  for  health  care  equip- 
ment, small  hospital.  They're  all  small  businesses,  the  same  as  a 
trucking  company.  So,  what  we're  doing  when  we  reduce  those  re- 
imbursements is  cause  them  to  shift  that  cost  somewhere  else. 

The  First  Lady  agreed  with  that  when  I  asked  that  same  ques- 
tion. I  questioned  whether  we  were  cutting  costs  of  Medicare  or 
shifting  the  costs,  and  she  agreed  we  shifted  the  cost. 

You  mentioned  two  things  that  we  could  look  at  as  small  busi- 
nesses or  providers.  How  much  of  that  are  we  doing  in  trying  to 
control  the  cost  or  control  that  item  of  fixed  cost  to  those  providers 
or  those  small  business  people  through  maybe  Executive  order 
dealing  with  simplification  of  Medicare  forms  or  Medicaid  forms  or 
cash  flow  to  those  small  businesses  from  Medicare?  How  much  of 
that  are  we  trying  to  do  without  actually  getting  into  a  national 
health  care  reform  bill? 

Mr.  Bowles.  Mr.  Colhns,  I'm  not  sure  I  understand  your  ques- 
tion in  total.  If  your  question  deals  with  incremental  reforms  in 
lieu  of  universal  coverage,  trying  to  go  to  things  like  guaranteed 
issue,  guaranteed  renewability,  portability,  no  more  exclusions  for 
preexisting  conditions,  trying  to  make  those  kinds  of  reforms 

Mr.  Collins.  No,  no,  I'm  not  talking  about  —  in  fact,  Mr.  Thorpe 
is  shaking  his  head  in  agreement  down  there  —  that  there  are  — 
maybe  he  has  an  answer  to  some  of  the  things  that  we're  trying 
to  do  through  the  Department  or  through  the  White  House  or  the 
Executive  order  that  —  where  we  can  ease  the  regulations  to  a 
small  business  provider  that  is  running  the  cost  of  his  administra- 
tion of  his  office  up,  applying  for  rebate  through  reimbursement, 
through  Medicaid  or  Medicare  or,  as  you  mentioned,  25  percent  of 
a  hospital  bill  goes  to  administration  which  is  —  none  of  it  applied 
to  health. 

Mr.  Bowles.  In  order  to  have  someone  who  is  a  health  care  ex- 
pert here,  I  asked  Dr.  Thorpe  to  come  with  me.  So,  let  me  ask  him 
to  answer  that. 

Mr.  Collins.  Thank  you. 

That  concludes  my  question,  Mr.  Chairman.  Thank  you. 
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Mr.  Thorpe.  I  just  simply  say  that  certainly  one  of  the  things 
that  the  HCFA  Commissioner,  Bruce  Vladeck,  has  spent  a  substan- 
tial amount  of  time  on  is  trying  to  streamline  and  redesign  the  ad- 
ministration of  how  Medicare  operates.  He  has  spent  a  lot  of  his 
own  personal  time  trying  to  ease  the  burden  that  Medicare  often- 
times has  on  hospitals  and  providers,  on  contractors  and  so  on.  I 
think  you  will  see  —  we  have  seen  in  the  fiscal  year  1995  budget 
submission  and  will  see  in  the  fiscal  year  1996  budget  submission 
several  additional  initiatives  that  continue  to  move  us  along  the 
path  of  streamlining  the  administrative  costs  in  the  Medicare  sys- 
tem. 

Chairman  LaFalce.  All  right,  thank  you.  We're  going  to  have  to 
continue,  and  I'm  going  to  have  to  become  a  bit  more  strict  in  the 
5-minute  rule  so  we  can  get  to  our  12-person  panel.  Also,  Mr. 
Bowles  apprised  me  that  he  would  have  to  leave  at  approximately 
11:15,  which  is  why  we  started  the  hearing  at  9  o'clock  this  morn- 
ing, because  of  an  appointment  at  the  White  House.  So,  let's  try  to 
move  as  expeditiously  as  we  can. 

Mr.  Sisisky. 

Mr.  Sisisky.  Thank  you,  Mr.  Chairman.  Nice  to  see  you,  Mr. 
Bowles. 

The  Chairman  made  a  statement  that  about  62  percent  of  the 
businesses  with  less  than  100  employees  provide  insurance  today. 
Is  that  figure  about  correct? 

Mr.  Bowles.  I  can  give  you  some  slightly  different  statistics. 
They  probably  work  out  to  close  to  what  the  Chairman  said.  I  have 
seen  that  number  he's  used. 

Almost  every  study  I  have  seen  says  that  about  —  well,  let  me 
give  you  an  exact  study.  Jennifer  Edwards  at  Harvard  did  a  study 
that  said  abot  50  percent  of  employers  of  1  to  5  people  cover  their 
employees.  From  5  to  25  employees,  it's  about  75  percent.  Almost 
universally,  people  will  agree  that  once  you  get  above  25  employ- 
ees, about  90  percent  offer  coverage. 

Mr.  Sisisky.  Well,  this  is  the  reason  I  ask  the  question:  Is  there 
a  breakdown  between  insuring  the  employee  as  opposed  to,  as  in 
the  bill  that  we're  going  to  be  dealing  with,  having  to  insure  the 
family,  which  raises  the  cost  up  to  $5,700.  Do  we  have  any  figures 
on  that?  Do  you  understand  my  question? 

There  is  a  vast  difference  between  insuring  an  employee  and  in- 
suring a  family.  I  mean  a  big  difference.  I  think  that's  where  the 
fear  of  so  many  small  businessmen  comes  from  even  those  who  give 
insurance. 

Now,  Mr.  Bowles,  you're  very  logical  in  your  statement.  That's 
dangerous  around  here.  You  know,  the  logic  is  that  truly  you  al- 
most have  to  have  everybody  in  the  system  to  bring  the  cost  down. 
Because  people  will  opt  out,  which  raises  costs,  and  you  just  take 
a  real  serious  risk. 

My  problem  with  all  of  this  is  that  I'm  not  really  sure  of  the 
amount  of  money  it's  going  to  cost  in  the  end,  and  I'd  rather  step 
into  it  gradually.  One  of  the  ways  to  step  into  it  is  mandate  that 
every  employer  offer  insurance.  You  will  see  a  bill  coming  here, 
hopefully  by  next  Monday,  that  will  do  just  that. 
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Will  that  do  the  trick?  No.  You'll  never  get  up  to  95,  97  percent. 
But  maybe  you'll  get  up  to  92  percent,  91  percent,  and  step  into 
it  gradually  and  allow  time  to  go  by  and  see  how  it  goes. 

Now,  let  me  ask  a  specific  question.  That  has  to  do  with  Part  C 
Medicare.  If  I  read  that  bill  right  —  or  the  synopsis  of  the  bill  — 
it  says  that  any  employer  with  a  hundred  employees  or  less  can 
enter  into  Part  C. 

Now  I  ran  a  small  business,  and  I'm  going  to  tell  you  something. 
As  a  small  businessman,  I'm  going  to  look  for  a  bargain.  If  the  bar- 
gain is  in  part  C,  I'm  going  to  part  C.  Now,  that  may  sound  all 
right,  because  it's  available.  But  you're  talking  about  cost  shifting. 
You  wait  until  this  government,  where  we  can  miscalculate,  starts 
to  shift  those  costs.  We're  going  to  have  to  cut  back  on  Medicare, 
whether  it  be  Medicare  Part  C  or  B  or  something  else,  because  the 
private  sector  is  going  to  get  it,  and  more  people  are  going  to  enter 
in. 

Those  are  just  some  of  my  fears.  If  you  would  like  to  comment, 
feel  free.  But  before  you  do,  because  my  time  is  running  out,  we 
were  talking  about  paperwork  before,  and  I  want  to  let  you  know, 
Mr.  Bowles,  that  the  Paperwork  Reduction  Act  is  passing  the  Sen- 
ate and  will  be  here  in  the  House  soon,  hopefully.  I  just  talked  to 
the  Chairman  of  the  Government  Operations  Committee.  We  would 
like  your  support  on  that,  too. 

Mr.  Bowles.  Just  quickly,  not  only  is  the  Paperwork  Reduction 
Act  coming  but  also  on  a  motion  to  instruct  I  saw  that  after  long 
and  hard  work  from  Mrs.  Meyers  and  many  —  I  think  that  the 
House  voted  370  to  38  on  a  motion  to  instruct  conferees  regarding 
the  Regulatory  Flexibility  Act.  So,  I  think  that  would  be  an  ex- 
traordinary, positive  benefit  for  small  business.  I  hope  that  will 
pass  as  part  of  the  technology  bill. 

As  it  relates  to  Medicare  part  C,  it  clearly  is  one  of  the  choices 
that  a  small  business  owner  will  have.  I  agree,  if  it  is  the  best 
choice  both  in  the  form  of  benefits  and  cost  and  time  commitment 
to  it,  that  you  will  see  a  number  of  small  businesses  offer  the  Medi- 
care part  C. 

Chairman  LaFalce.  Thank  you.  The  time  of  the  gentleman  has 
expired. 

Upon  the  advice  of  Mrs.  Meyers,  she  advises  me  that  the  Minor- 
ity Members  should  be  called  upon  in  this  order:  Mr.  Hefley,  Mr. 
Ramstad,  Mr.  Mclnnis,  Mr.  Kim,  Mr.  Portman. 

Mr.  Hefley. 

Mr.  Hefley.  Thank  you,  Mr.  Chairman.  I  apologize.  I  had  to  run 
out  of  the  room.  I  was  doing  a  1  minute  on  the  evils  of  the  Gep- 
hardt-Clinton health  care  plan.  So,  many  of  the  questions  that  I 
would  have  asked  have  probably  been  asked.  I'll  try  not  to  repeat 
anyone. 

Let  me  tell  you,  Mr.  Bowles,  that  I  represent  a  district  which  in- 
cludes a  large  city,  Denver,  Colorado  —  it  gets  up  to  the  outskirts 
of  Denver  —  and  medium-sized  cities,  Colorado  Springs,  small 
cities,  Canyon  Citv.  I  represent  a  lot  of  rural  areas  and  small 
towns.  I  don't  think  it's  too  different  from  a  cross-section  of  Amer- 
ica. 

I  can  tell  you,  almost  without  exception  —  and  I've  had  many 
town  meetings  and  health  care  forums  of  one  kind  or  another  — 
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and  almost  without  exception,  the  small  business  people  are  crying 
out  to  us. 

I  did  the  county  fair  circuit  this  last  weekend,  and  person  after 
person  after  person  came  to  me  and  said  don't  do  anything.  Now, 
back  in  the  spring,  they  were  saying,  yes,  we  do  need  to  do  some- 
thing because  there's  some  things  broken,  but  we  really  don't  like 
the  Clinton  plan.  Now  the/re  so  scared  that  the  Clinton  plan  or 
something  as  outrageous  will  go  through  that  they're  saying  don't 
do  anything  this  year.  Think  about  it  more.  So,  I  just  don't  under- 
stand, I  guess,  how  you  feel  you  have  some  kind  of  a  mandate  from 
small  business. 

Now  Mrs.  Clinton  did  indeed  let  us  know  that  she  didn't  care 
about  small  business,  and  Jay  Rockefeller  the  other  day  made  the 
statement  that  we're  going  to  pass  this  health  care  plan  whether 
or  not  the  American  people  want  it. 

So,  how  do  you  reconcile  your  role  in  this?  I  see  your  role  as  an 
advocate  for  small  business.  Are  you  an  advocate  for  small  busi- 
ness? Are  you  an  advocate  for  the  Clinton  administration,  whether 
it  helps  small  business  or  not?  It  seems  to  me  you  have  a  rough 
osl&ncG  tiiGrG 

They  say  they  don't  care  about  the  small  businesses.  You're  sup- 
posed to  care  about  the  small  businesses.  Their  plan  in  the  concep- 
tion of  most  of  us  is  very,  very  bad  for  small  business,  and  yet 
you're  advocating  it.  How  do  you  balance  that  role? 

Mr.  Bowles.  First  of  all,  Congressman,  I  absolutely,  unequivo- 
cally challenge  your  statement  that  Mrs.  Clinton  doesn't  care  about 
small  business. 

Mr.  Hefley.  Well,  she  said  it,  so  let's  take  her  at  her  word.  We 
can't  always  do  that,  but  let's  take  her  at  her  word. 

Mr.  SiSlSKY.  Will  the  gentleman  yield? 

Chairman  LaFalce.  Just  a  second.  The  question  has  been  asked 
of  Mr.  Bowles.  Mr.  Bowles  is  attempting  to  answer.  He  should  be 
allowed  to  answer  without  interruption  from  either  the  questioner 
or  any  other  member  of  the  panel. 

Proceed,  Mr.  Bowles. 

Mr.  Hefley.  I  want  to  remember  that,  Mr.  Chairman,  when  you 
interrupt. 

Chairman  LaFalce.  Mr.  Bowles. 

Mr.  Bowles.  I  have  no  problem  whatsoever  in  being  an  advocate 
for  small  business,  serving  as  Administrator  of  the  Small  Business 
Administration  and  strongly  supporting  health  care  reform.  I  think 
if  you  had  a  chance  to  hear  my  opening  statement,  I  think  you 
could  understand  why  I  so  strongly  do  support  health  care  reform. 
I  will  be  glad  to  go  through  that  again  if  you  would  like. 

Mr.  Hefley.  I  neard  your  opening  statement. 

Mr.  Bowles.  But  that's  why  I  so  strongly  support  a  comprehen- 
sive health  care  reform  plan.  Small  businesses  today  do  have  the 
worst  of  all  worlds.  They  do  have  absolutely  skyrocketing  increases 
in  cost.  The  coverage  we're  able  to  afford  is  poor.  We  are  uniquely 
subjected  to  every  abuse  in  the  health  care  system  that  you  can 
think  of,  everything  from  occupational  redlining  to  exclusions  for 
preexisting  conditions.  We  have  no  power,  no  market  muscle  today. 

The  self-employed  get  a  25  percent  deduction  for  health  care 
costs.  We  have  absolutely  skyrocketing  workers'  compensation  in- 
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surance  costs,  principally  because  the  medical  portion  of  Worker's 
Comp  is  going  up  too  fast. 

We  must,  must  have  health  care  reform.  I  believe  the  only  way 
to  get  there  is  universal  coverage,  and  I  think  the  most  efficient, 
effective  way  to  do  it  is  to  build  upon  our  present  system  of  private 
sector  health  care,  and  to  build  upon  our  present  system  of  em- 
ployer-based coverage  with  shared  responsibility  between  the  em- 
ployer and  the  employee  just  like  we  have  in  this  country  today, 
as  long  as  there  are  adequate  subsidies  in  there  for  small  busi- 
nesses. That's  why  I  support  it. 

Mr.  Hefley.  Mr.  Bowles,  I'd  like  for  you  —  as  you  go  around  the 
country  and  you  talk  to  small  businesses,  I'd  like  for  you  to  keep 
a  Hst  and  sometime  share  it  with  me,  when  you  are  back  before 
the  committee  or  privately,  how  many  of  the  mandates  that  the 
Federal  Government  has  put  on  small  business  they  think  are  just 
real  spiflFy,  they  really  like  them  and  it's  helped  them  earn  a  living, 
risk  their  money  and  earn  a  living,  because  the  Federal  Govern- 
ment has  put  those  mandates  on  them. 

Then  extrapolate  that  to  what  we're  talking  about  today  and  ask 
them  if  they  think  it's  real  neat  that  the  Federal  Government  now 
will  be  in  charge  of  their  health  care. 

I  don't  have  any  further  questions,  Mr.  Chairman. 

Chairman  LaFalce.  I  thank  the  gentleman. 

The  next  witness,  I  believe,  because  of  his  seniority  and  the  fact 
that  he  was  here,  Mr.  Poshard. 

Mr.  Poshard.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  in  trying  to  help  my  district  understand  what  this 
whole  debate  is  about,  we've  had  about  30  some  odd  meetings  now 
of  2V-Z  to  3  hours  in  length.  Just  informational,  educational,  meet- 
ings trying  to  help  people  understand  what  the  debate  is  about. 

My  sense  in  meeting  after  meeting  is  that  people  don't  under- 
stand this  debate.  The  debate  is  being  fought  along  philosophical 
lines.  Unfortunately,  it's  become  politicized  like  crazy.  Nobody  is 
sitting  down  with  the  small  business  community  and  helping  them 
understand  the  actual  impact  of  what's  being  suggested,  right  or 
wrong,  positive  or  negative. 

When  I  have  a  public  meeting  with  our  small  business  people 
and  we  start  out  with  the  premiums  that  they're  paying  right  now, 
and  then  we  talk  about  putting  into  the  equation  community  rat- 
ing. Federal  subsidies,  changes  in  dependent  coverage,  the  lower 
administrative  cost,  the  reduced  uncompensated  care,  the  changes 
in  coverage  so  that  part  of  the  family  isn't  being  covered  here  and 
part  of  the  family  there,  same  price  for  both,  medical  savings  ac- 
counts entering  into  the  equation,  the  elimination  of  the  health 
care  portion  of  Workman's  Comp,  when  you  start  from  where  they 
are  now  and  you  begin  to  help  them  figure  into  the  equation  all  of 
these  changes  that  impact  the  people  who  currently  cover  their  em- 
ployees in  a  very  positive  way,  then  most  of  the  folks  that  show  up 
at  my  meetings,  who  come  in  not  even  knowing  what's  in  the  bills 
but  are  being  told  one  thing  or  another  by  both  political  parties, 
trying  to  see  who  can  get  one-upmanship  on  the  other,  most  people 
begin  to  understand  what's  trying  to  be  accomplished. 

I  haven't  seen  very  many  small  business  people  come  to  the 
meetings  that  I've  had  that,  when  they  sit  down  and  look  at  their 
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scenario  and  put  their  pencil  to  the  paper,  figuring  in  all  of  these 
things,  can  stand  up  and  tell  me  they're  going  to  be  paying  more 
for  coverage.  Hardly  any  of  them  do. 

Hardly  any  of  them  even  know  any  of  these  things  that  are  in 
what  we're  talking  about  in  health  care  reform.  They  don't  under- 
stand uncompensated  care  costs  and  what  it  means.  They  don't  un- 
derstand these  things  because  nobody  is  trying  to  help  them  under- 
stand it.  We're  all  trying  to  find  what  political  advantage  we  can 
get  out  of  this  whole  darn  issue,  and  it's  just  so  ridiculous  to  be 
doing  this  to  each  other  when  we're  trying  to  find  a  way  to  solve 
a  problem, 

I  don't  think  the  American  people  care  what  party  wins  on  this. 
But,  shoot,  let's  give  people  the  whole  information  here.  I  mean, 
that's  all  I  am  concerned  about.  If  you  do,  and  they  reiect  it,  fine. 
Don't  try  to  do  this  kind  of  stuff  the  way  we're  handling  it  now. 

They  don't  know  two  of  the  things  that  accrue  to  their  benefit  in 
this,  let  alone  eight  or  nine.  There's  hardly  any  small  business  or- 
ganization in  this  country  that's  trying  to  help  them  understand  it. 
Because  everybody  is  politically  aligning  themselves  with  somebody 
or  the  other.  It's  just  so  ridiculous. 

I've  got  a  whole  lot  of  questions  to  ask  you.  I  have  as  many  con- 
cerns about  the  mandates  as  anybody  else.  But  my  biggest  concern 
is  about  nobody  caring  to  share  what  we're  trying  to  do  with  the 
small  business  community  near  this  country  on  an  honest  basis. 

Let  me  ask  you  one  question,  if  you  can  answer  it  for  me.  If  you 
were  sitting  where  you're  sitting  now  and  you  had  a  choice  to  make 
between  Mitchell  and  Gephardt,  just  share  with  me  from  your 
point  of  view.  What  are  the  positives  and  what  are  the  negatives 
as  far  as  you  can  see  with  respect  to  each  of  those  bills  for  my 
small  business  people? 

Chairman  LaFalce.  Or  would  you  prefer  a  marriage  between 
Mr.  Mitchell  and  Mr.  Gephardt? 

Mr.  PosHARD.  Yeah,  exactly. 

Chairman  LaFalce.  Just  want  to  give  you  a  third  option. 

Mr.  PosHARD.  That's  a  more  appropriate  question,  probably. 
Could  you  just  try  to  answer  that  as  best  you  can? 

Chairman  LaFalce.  Marriage  option  looks  awfully  good. 

Mr.  Bowles.  I  prefer  not  to  try  to  be  a  legislator.  Serving  in  the 
executive  branch  has  been  an  enormous  challenge,  to  say  the  least. 

I  think  there  are  positives  in  both  plans.  I'll  be  happy  to  spend 
the  time  to  go  through  both  plans  if  that's  what  the  committee 
wants. 

At  the  same  time,  what  I  think  is  extremely  important  is  that 
we  get  two  bills  through  the  Congress  that  have  universal  cov- 
erage. Then,  as  Chairman  LaFalce  indicated,  we  end  up  through 
the  committees,  when  they  meet  together,  with  a  plan  that  you  all 
can  then  vote  on  that  does  have  universal  coverage  in  it.  I  think 
that  is  the  key.  I  think  that  is  the  most  important  aspect  for  small 
business. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired. 

Mr.  Ramstad. 

Mr.  Ramstad.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  good  to  see  you  again,  other  witnesses.  I,  too,  like 
Mr.  Collins  and  I  think  everybody,  respect  and  recognize  the  fervor 
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you  bring  to  the  table,  that  you  bring  to  this  debate,  and  I  don't 
know  anybody  who  is  a  stronger  advocate  of  employer  mandates 
than  you.  While  I  respectfully  disagree  with  your  position,  I  do  ad- 
mire the  tenacity  you  do  bring  with  it,  and  I  do  certainly  not  ques- 
tion your  sincerity. 

Mr.  Colhns  asked  you  in  his  line  of  questioning  about  the  Health 
Security  Express,  your  recent  bus  caravan.  How  much  time  did  you 
spend  on  the  bus  caravan,  would  you  say,  totally? 

Mr.  Bowles.  I  went  down  to  Birmingham,  Alabama,  on  Friday 
morning.  I  flew  down  there.  I  visited  one  of  our  district  offices.  I 
then  went  to  a  church  where  the  Health  Security  Express  came  in. 
I  made  a  short  speech  to  them,  and  I  left. 

On  Sunday,  I  flew  to  Dayton,  Ohio.  I  met  the  Health  Security 
Express  in  a  small  community  in  Dayton.  I  rode  —  not  in  Dayton, 
near  Dayton.  I  rode  the  bus  from  there  to  Columbus.  I  made  two 
speeches,  one  at  the  stop  near  Dayton  and  the  other  in  Columbus. 
Then  I  left  and  flew  back  to  Washington  that  night,  about  10 
o'clock. 

I  left  Tuesday  —  Monday  night,  I  caught  the  7  p.m.  train  to 
Philadelphia.  I  spent  the  night  in  Philadelphia.  I  made  a  speech  to 
the  Health  Security  Express  in  Philadelphia  at  a  breakfast,  and 
then  I  took  the  train  back,  and  I  think  I  was  back  in  the  office  at 
one  on  Tuesday.  So,  that's  the  amount  I  time  I  spent  with  the  ex- 
press. 

Mr.  Ramstad.  Like  you  said,  nobody  can  question  your  commit- 
ment to  getting  this  enacted.  Did  you  take  personal  leave,  vacation 
time,  for  these  activities? 

Mr.  Bowles.  No,  I  was  told  —  as  I  told  Mr.  Colhns  in  his  ques- 
tion, I  checked  with  our  General  Counsel  before  I  agreed  to  go.  I 
came  here  with  a  good  reputation,  I'd  like  to  leave  with  one,  to 
make  sure  that  what  I  was  doing  was  completely  legally,  ethically 
and  morally  OK,  and  he  told  me  I  could  go  on  this  with  no  problem. 

Mr.  Ramstad.  Is  it  fair  to  say  that  the  intent  of  the  bus  caravan 
was  to  influence  Members  of  Congress  to  favor  the  Clinton  health 
care  bill?  Is  that  a  fair  statement? 

Mr.  Bowles.  I  don't  know  if  that's  a  fair  statement  or  not.  I  can 
tell  you  my  purpose  of  being  there  was  to  educate  the  people  there 
as  to  what  I  felt  was  a  really  chronic  need  for  health  care  reform 
in  this  country. 

Mr.  Ramstad.  So  you  don't  know  whether  the  intent  of  the  cara- 
van was  to  influence  Members  of  Congress  to  support  the  Clinton 
health  care  plan? 

Mr.  Bowles.  I  think  you  had  probably  better  ask  the  people 
there.  I  don't  want  to  say  what  the  intent  was.  I'm  sure  they  had 
lots  of  intent.  I'm  sure  they  wanted  to  encourage  other  small  busi- 
ness owners,  labor  members,  members  of  various  trade  organiza- 
tions, to  work  for  health  care  reform.  But,  again,  I  think  it's  better 
to  ask  someone  who  was  involved  other  than  me. 

Mr.  Ramstad.  When  can  you  discuss  the  legal  propriety,  the  ethi- 
cal propriety  of  being  involved  in  this  Health  Care  Express  with 
legal  counsel,  how  much  time  did  you  spend  in  this  meeting  with 
legal  counsel? 

Mr.  Bowles.  Almost  none.  I  asked  —  I  principally  said  what  I 
said  to  you:  I  don't  want  to  go  on  this  unless  it's  legally,  ethically 
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and  morally  permissible.  I  said,  don't  let  me  do  this  unless  it  is. 
He  came  back  and  told  me  he  had  done  the  research,  and  it  was. 
Mr.  Ramstad.  Did  he  give  you  a  legal  memorandum? 
Mr.  Bowles.  I  don't  know  if  he  wrote  it  down  or  not,  sir.  If  he 
did,  I  will  be  happy  to  submit  it  to  you  for  the  record.  I  don't  know. 
Mr.  Ramstad.  You  don't  know  if  there's  any  written  communica- 
tion? 
Mr.  Bowles.  I  don't  know. 

Mr.  Ramstad.  Was  the  communication  orally? 

Mr.  Bowles.  I  talked  to  him  over  the  phone.  That's  correct. 

Mr.  Ramstad.  Over  the  phone.  Did  he 

All  right.  Let  me  ask  you  this,  Mr.  Bowles.  Are  you  familiar  with 
criminal  sanctions  provided  in  18  U.S.  Code  at  Section  1913  which 
prohibit  —  and  I  am  quoting  —  money  appropriated  by  Congress 
to  be  used  directly  or  indirectly  to  pay  for  any  activity  intended  or 
designed  to  influence  any  Member  of  Congress  to  favor  or  oppose 
any  legislation  by  Congress?  Are  you  familiar  with  that  statute? 
Did  he  go  over  that  with  you  in  your  conversation  of  the  legal  pro- 
priety of  your  involvement  on  the  Health  Security  Express? 

Mr.  Bowles.  We  did  not  discuss  a  specific  statute,  no,  sir. 

Mr.  Ramstad.  Are  you  familiar  with  this  specific  statute  in  your 
position  as  Administrator  of  the  Small  Business  Administration? 

Mr.  Bowles.  I  am  generally  familiar  with  anti-lobbying  require- 
ments. I  am  not  familiar  with  any  particular  statute  or 

Mr.  Ramstad.  Are  you  familiar  with  the  legal  prohibition  con- 
tained in  the  statute  which  makes  it  a  felony  violation  to  be  in- 
volved, as  an  employee  or  officer  of  the  United  States,  in  activities 
intended  to  influence  Members  of  Congress  to  favor  specific  legisla- 
tion? Are  you  familiar  with  that  criminal  prohibition? 

Mr.  Bowles.  Congressman  Ramstad,  I  am  —  I  have  not  read 
that  statute.  I  have  not  reviewed  that  statute.  I  have  not  discussed 
that  statute  with  anyone.  As  I  say,  I  can't  add  any  more  to  what 
I  said  earlier. 

Mr.  Ramstad.  And  legal  counsel  did  not  raise  this  statute  with 
you  in  your  discussion  of  your  propriety  of  your  involvement  with 
the  Health  Security  Express;  is  that  correct? 

Mr.  Bowles.  Congressman,  I  told  you  the  entire  extent  of  our 
conversation  as  nearly  as  I  recall  it. 

Mr.  Ramstad.  Do  you  have  a  record  of  this  conversation? 

Mr.  Bowles.  No,  sir,  I  don't. 

Mr.  Ramstad.  You  don't  have  any  documentation  whatsoever? 

Mr.  Bowles.  As  I  said,  he  may  have  written  it  down.  I  do  not 
know. 

Mr.  Ramstad.  But  you,  in  your  course  of  business,  you  don't  log 
your  calls? 

Mr.  Bowles.  No,  sir,  I  do  not. 

Mr.  Ramstad.  Nor  does  your  Secretary  representing  you  or  any- 
body working  on  your  behalf  as  your  agent? 

Mr.  Bowles.  No,  sir. 

Mr.  Ramstad.  One  final  question. 

Chairman  LaFalce.  I've  really  allowed  the  gentleman  to  go  be- 
yond his  5  minutes  because  I  did  not  want  to  interrupt  his  line  of 
questioning,  but  his 
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Mr.  Ramstad.  This  is  unrelated  to  the  previous  line.  It's  just  a 
quick  question. 

Chairman  LaFalce.  Well,  whether  it's  related  or  unrelated,  I've 
allowed  the  gentleman  over  6  minutes,  and  I  am  afraid  we'll  have 
to  go  on. 

Mr.  Ramstad.  Very  well. 

Chairman  LaFalce.  Mrs.  Clayton. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Bowles,  for  being  here  and  also  representing 
small  business. 

Let  me  just  raise  a  question  that  I  had  not  planned  to  raise,  but 
the  last  line  of  questioning  suggested  I  do.  You,  sir,  when  you  ap- 
pear before  this  board  and  at  the  request  of  any  Member  of  Con- 
gress to  give  your  advice  on  anything,  is  that  in  public  policy,  or 
any  legislation? 

Mr.  Bowles.  I  just  don't  know,  Mrs.  Clayton. 

Mrs.  Clayton.  Well,  I  think  it  is.  The  point  I  want  to  raise  is 
that  there  is  also  the  implied  expectation  that  administrators  and 

—  as  well  as  staff  have  an  obligation  to  the  larger  public.  That  is 
to  allow  them  to  know  what  proposed  legislation  there  is. 

So,  when  your  legal  counsel  suggested  there  was  no  issue  or  stat- 
ute prohibiting  that,  that  prohibition  was,  in  fact,  perceiving  you 
to  be  consistent  with  your  public  policy. 

Just  to  make  —  there's  a  whole  statute  of  public  policy  that  has 
nothing  to  do  with  anti-lobbying.  Want  to  raise  that  for  the  last 
questioner.  I  will  be  glad  to  cite  those  for  your  references  as  well. 

I  am  from  a  rural  area,  so  I  came  with  a  perspective  not  unlike 
my  urban  colleagues  but  also  from  the  perspective  and  concern  that 
many  of  our  rural  businesses  are  indeed  trying  to  provide  health 
care  but  a  significant  number  of  them  are  not.  One,  because  of  cost; 
one,  because  of  isolation;  and  just  in  some  areas  in  my  district,  out 
of  tradition. 

When  you  look  at  the  nature  of  the  businesses  we  have,  the  tex- 
tile, there's  furniture,  there's  wood  processing,  a  variety  of  those 
businesses,  whether  that  be  the  cleaning  establishment,  they  have 
persons  less  than  50  in  —  or  in  that  number,  and  they  are  not  now 
providing  their  insurance. 

One  of  the  perceptions  I  have  will  happen  is,  yes,  there  will  be 
a  cost  if  they  are  not  now  providing  that  cost.  But  that  cost  by  the 
House  plan  as  well  as  —  I  don't  know  the  Senate  plan  as  well,  is 
to  be  offset  with  some  subsidy. 

But,  beyond  that,  the  universal  coverage  of  covering  everybody  in 
rural  areas  now  will  mean  that,  obviously,  there  would  be  some 
way  to  contain  that  cost,  and  costs  will  go  down. 

So,  one  thing  will  happen.  Even  those  who  now  provide  insur- 
ance will  be  able  to  provide  it  for  less  cost  and  perhaps  even  more 
comprehensive  coverage.  But  those  who  are  not  getting  health  care 

—  not  providing  health  care  coverage,  their  costs  will  go  up. 

But  I'm  not  sure  there  has  been  any  —  in  fact,  we  had  the  — 
it's  the  rural  —  the  Rural  Institute  studies  to  do  a  study  on  the 
implication  of  all  three  proposals  that  were  then.  There  was  Cooper 
plan,  then  the  Clinton  plan,  as  well  as  one  of  the  plans  in  the  Sen- 
ate. 
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They  concluded  that,  indeed,  the  costs  would  go  up,  but  in  the 
long  run  it  would  not  have  any  marginal  effect  on  those  small  busi- 
nesses, whether  they  be  rural,  be  wood  processing  or  textile,  over 
the  long  haul.  But  what  will  happen  is  their  employees  and  their 
families  will  be  substantially  enhanced.  As  a  result  of  that,  the  pro- 
ductivity of  those  companies  will  be  enhanced. 

Do  you  have  anything  to  say  that  that's  not  true  or  that  study 
is  not  valid? 

Mr.  Bowles.  I  think  you  raised  a  number  of  valid  points,  Mrs. 
Clayton. 

First  of  all,  I  think  if  there  is  an  area  of  this  country  that  needs 
real  health  care  reform  and  needs  universal  coverage,  it  is  our 
rural  communities. 

As  another  North  Carolinian  —  I  was  in  a  rural  hospital  in  rural 
North  Carolina  with  the  President  not  long  ago.  In  that  hospital, 
50  percent  of  the  people  who  use  the  emergency  room  don't  pay  for 
it.  But  you  can  bet  that  cost  gets  picked  up  today  by  those  people 
in  Montgomery  County,  North  Carolina,  and  it  gets  picked  up  in 
higher  premiums  for  those  who  have  insurance.  It  gets  picked  up 
in  higher  taxes  for  the  people  in  that  community  to  support  that 
hospital.  It  also  gets  picked  up,  unfortunately,  in  lower  service. 

Rural  communities  of  this  Nation  need  universal  coverage  be- 
cause they  can't  attract  or  keep  the  doctors  they  need  in  that  com- 
munity to  provide  service  to  the  people  because  they  don't  have  the 
money,  because  they  have  such  a  huge  uncompensated  care. 

We  also  need,  as  was  contained  in  any  number  of  the  plans,  we 
need,  I  believe,  tax  credits  to  incentivize  doctors  and  nurses  to  lo- 
cate in  rural  communities.  We  need  tax  credits  for  doctors  to  make 
capital  expenditures  within  rural  communities.  We  need  grants,  I 
believe,  so  that  we  have  electronic  communication  between  the 
rural  hospital  and  the  major  medical  center  that  may  be  in  Char- 
lotte or  be  in  Chapel  Hill  or  be  in  Raleigh. 

We  also  need  grants  to  provide  transportation  within  the  rural 
communities  because  it's  not  just  the  uninsured,  there's  also  the 
underserved,  the  folks  who  just  don't  have  transportation  to  get  to 
the  hospital. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  The  time  of  the  gentlelady  has  expired. 

Mr.  Mclnnis.  Before  I  call  on  Mr.  Mclnnis,  though,  I  do  know 
that  —  how  long  can  you  stay  with  us,  Mr.  Bowles? 

Mr.  Bowles.  Until  11:30. 

Chairman  LaFalce.  Until  11:30.  Mr.  Mclnnis. 

Mr.  McInnis.  I  guess  the  first  question  that  I  ask  for  the  —  first 
of  all,  I'd  like  to  make  a  statement  in  regards  to  my  respected  col- 
league from  Illinois,  of  whom  I  have  had  the  opportiinity  and  privi- 
lege to  have  several  discussions,  all  of  which  have  been  very  posi- 
tive. 

One  thing  that  I  think  is  very  important,  that  while  not  every 
small  business  person  out  there  may  understand  the  fabric,  the  de- 
tailed contents  of  every  bill,  they  certainly  understand  the  history 
of  this  government.  They  understand  the  history  of  Federal  man- 
dates, and  they  understand  the  history  of  Federal  promises  and  ab- 
solutely proven  underestimation  of  what  programs  mandated  upon 
business  will  cost. 
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I  have  two  questions.  I  guess  the  first  question  would  be  that, 
throughout  the  detail  of  your  statement,  which  I  have  read,  I  don't 
see  anything  at  all  mentioned  about  tort  reform  or  litigation  costs. 

Now,  I  do  know  that  the  President  initially  talked  about  tort  re- 
form. The  trial  lawyers  have  put  on  a  full  court  press,  and  now  all 
of  a  sudden  it  seems  to  have  evaporated.  What  is  your  position  on 
tort  reform  on  any  health  care  package  that  you  would  like  to  see 
emerge? 

Mr.  Bowles.  Tm  not  sure,  Mr.  Mclnnis,  if  you  were  here  for  my 
opening  statement.  But  I  said  unequivocally  in  my  opening  state- 
ment that  there  were  a  number  of  ways  we  could  reduce  costs.  One 
—  the  second  way  I  mentioned  was  substantive  malpractice  reform. 

Mr.  MclNNls.  Well,  now  in  your  statement  here,  can  you  point 
that  out  for  me? 

Mr.  Bowles.  Maybe  I  can't,  but  I  said  it  in  my  opening  state- 
ment here,  and  I  said  it  as  the  second  way  to  bring  down  costs. 

Mr.  MclNNls.  Why  isn't  it  in  the  statement,  Dr.  Bowles?  This, 
statement  is  going  in  the  record.  Do  your  other  statements  have 
them  in? 

Mr.  Bowles.  I'm  not  a  doctor  to  begin  with. 

Mr.  McInnis.  I'll  take  that  back  very  quickly. 

Mr.  Bowles.  I  am  a  businessman. 

Again,  I  can't  tell  you  what  is  or  isn't  in  the  opening  statement 
right  now.  If  it's  not  in  there,  I  regret  it's  not  in  there.  I  went 
through  a  list  of  things  that  I  thought  were  important  to  bring 
down  the  cost  of  health  care.  The  second  one  I  mentioned  was  sub- 
stantive malpractice  reform.  I'll  say  it  again  if  you  would  like  me 
to. 

Mr.  MclNNls.  Well,  let  me  ask  this:  Will  you  include  it  in  future 
written  statements? 

Mr.  Bowles.  Yes,  I  think  it  has  been  in  a  number  of  my  state- 
ments. I  have  said  it  almost  everywhere  I  have  gone. 

Chairman  LaFalce.  Mr.  Bowles,  I  believe  you  talked  about  the 
importance  of  malpractice  reform  in  your  opening  statement  today. 

Mr.  Bowles.  Yes,  I  did  today. 

Mr.  McInnis.  Mr.  Chairman,  that's  not  being  questioned.  The 
question  is,  why  isn't  it  in  the  written  statement  and  is  it  in  other 
written  statements?  But  I've  gotten  a  commitment  from  you.  You're 
going  to  see  that  it  is  in  your  future  statements. 

Mr.  Bowles.  Absolutely. 

Mr.  McInnis.  And  can  you  very  quickly  summarize  for  me  —  it's 
my  understanding  that  a  cap  on  the  noneconomic  losses,  much  as 
we  did  in  the  State  of  Colorado,  would  do  more  than  any  other  re- 
form to  reduce  costs.  Is  that  your  opinion  as  well  in  regards  to  tort 
reform? 

Mr.  Bowles.  Again,  I  don't  have  any  real  expertise  in  tort  re- 
form. I  think  if  you  want  to  talk  about  that  kind  of  substance  to 
the  issue  —  I  am  a  businessman.  I'm  not  a  health  care  expert  by 
any  stretch  of  the  imagination,  nor  do  I  claim  to  be.  I  have  done 
the  homework  I  can  to  understand  the  issue.  That's  why  I've 
brought  Mr.  Thorpe,  if  you  would  like  to  have  him  answer. 

Mr.  McInnis.  I'd  like  to  have  him  answer. 

Mr.  Thorpe.  I  think  what  is  true,  that  most  would  agree,  is  that 
one  of  the  major  things  we  can  do  to  reduce  the  cost  of  malpractice 
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is  to  keep  frivolous  claims  and  as  many  claims  as  we  can  out  of 
the  court  system. 

Mr.  McInnis.  But  the  question  was  not  on  frivolous  claims.  Let 
me  repeat  it.  The  question  was  on  noneconomic  losses.  Wouldn't 
that  be  the  most  significant  step  toward  reducing  litigation  costs? 

Mr.  Thorpe.  I  was  going  to  answer  to  say  that  I  think  the  most 
significant  thing  you  can  do  to  reduce  malpractice  costs  is  to  have 
an  alternative  dispute  resolution  process  to  keep  claims  out  of  the 
court  process  in  the  first  place. 

Mr.  McInnis.  Is  it  the  position  that  you  understand  the  Small 
Business  Administration  that  they  oppose  a  cap  on  noneconomic 
losses? 

Mr.  Bowles.  Dr.  Thorpe  can't  speak  for  the  Small  Business  Ad- 
ministration. I  can  tell  you  that.  Clearly,  we  have  talked  about  al- 
ternate dispute  provisions.  We  talked  about  having  caps  on  attor- 
neys' fees.  We  talked  about  having  clinical  paths  that  doctors  could 
follow  so  that  you  could  not  be  sued  if  you  follow  those.  Those  are 
the  kinds  of  things  that  we  have  talked  about. 

Mr.  McInnis.  Have  you  talked  about  a  cap  on  noneconomic 
losses,  Mr.  Bowles? 

Mr.  Bowles.  Mr.  McInnis,  I  don't  know  the  answer  to  that.  I 
don't  know  enough  detail  about  the  subject  of  malpractice  reform 
to  get  into  that,  to  give  you  a  yes  or  no  answer  to  it. 

Chairman  LaFalce.  Mr.  McInnis,  the  time  of  the  gentleman  has 
expired. 

Maybe  I  can  give  you  a  Httle  bit  of  help.  I've  talked  with  the  ad- 
ministration about  this,  because  I,  too,  strongly  feel  we  do  need 
medical  malpractice  reform.  I  think  it's  the  disposition  of  the  ad- 
ministration that  on  that  issue  they  would  accept  most  anything 
that  the  bipartisan  Congress  could  come  up  with. 

Mr.  Strickland. 

Mr.  Strickland.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  I  just  have  a  couple  of  comments  before  I  ask  you 
a  question. 

As  I  have  observed  what  my  colleague,  Mr.  Poshard,  said  earlier, 
and  the  intensity  with  which  he  spoke,  and  as  I  observed  some  of 
my  comments  —  some  of  the  comments  from  my  colleagues  on  the 
other  side,  I  find  myself  in  sympathy  with  Mr.  Poshard's  statement 
about  the  lack  of  information  which  the  small  business  community 
and,  in  fact,  the  American  citizenry  is  experiencing,  and  the  fact 
that  public  opinion  is  such  that  it  changes  and  it  goes  up  and  down 
and  there  are  lots  of  negative  feelings  out  there  about  the  Clinton 
plan. 

I'm  not  sure  that's  based  so  much  on  the  substantive  issues  cov- 
ered in  the  Clinton  plan  as  it  is  on  the  fact  that  there  has  been 
a  lot  of  misinformation  and  disinformation  and  irresponsible  rhet- 
oric. 

I  make  reference  —  I  have  made  reference  to  this  before.  A  Mem- 
ber of  this  Congress  said  that,  under  the  CHnton  plan,  if  you're  55 
years  old  and  you  need  kidney  dialysis,  you  die.  Totally,  utterly  ir- 
responsible. 

Now,  getting  to  your  participation  on  the  express  and  references 
which  were  made  to  violations  of  lobbying  requirements  and  so  on, 
there  is,  I  believe  —  and  I  wonder  it  you  agree.  There  is  a  lot  of 
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disinformation  about  health  care  reform  that  is  being  dispensed  to 
the  public  using  multiple  millions  of  dollars.  Would  you  agree  that 
that  s  happening? 

Mr.  Bowles.  Yes,  sir,  I  believe  without  any  question  that  there 
is  misinformation  about  health  care  reform. 

I  think  I  have  often  asked  —  I  believe  one  of  my  jobs  —  and  it's 
clearly  stated  in  the  Small  Business  Act  —  is  to  educate,  and  that 
is  what  I  have  tried  to  do  as  I  have  gone  from  place  to  place. 

Mr.  Strickland.  That  brings  me  to  my  final  question.  Your  par- 
ticipation in  the  Express  could  be  perceived  in  different  ways.  It 
could  be  perceived,  I  guess,  by  those  who  wanted  to  perceive  it  as 
such,  that  you  were  trying  to  influence  Congress. 

I  also  think  that  it  could  be  perceived  that  you  were  out  in  the 
public,  out  in  the  countryside,  trying  to  give  the  American  people 
accurate  information  about  health  care  reform  and  the  need  for 
health  care  reform. 

In  other  words,  I  am  saying  that  I  could  perceive  —  and  I  do  per- 
ceive —  your  involvement  as  an  educational  activity  and  that  that 
is  something  that  is  legitimately  a  part  of  your  responsibility  as 
you  occupy  the  position  that  you  hold.  I  am  asking  you,  from  your 
perspective,  were  you  trying  to  influence  Congress  or  were  you  try- 
ing to  give  the  American  people  accurate  information  about  health 
care  reform? 

Mr.  Bowles.  Congressman,  one  of  the  things  that  I  have  learned, 
unfortunately,  since  I  came  to  this  town,  is  perception  is  almost  ev- 
erything. Reality  seems  to  matter  very  little.  It's  one  of  the  great 
disappointments  I've  had  since  I  came  here. 

I  asked  before  I  got  on  that  bus  —  which  is  all  I  can  do.  I'm  not 
a  lawyer.  I  asked  our  General  Counsel,  is  it  legal?  Is  it  ethical?  Is 
it  moral?  Is  it  OK?  Because  don't  let  me  do  it  if  it's  not.  That's 
number  one.  So,  I  got  a  clearance  on  that. 

Two,  the  Small  Business  Act  says  my  job  is  to  educate  the  small 
business  community.  That's  what  I've  been  trying  to  do.  That's  all 
I've  been  trying  to  do.  That's  the  reality.  I  can't  help  what  the  per- 
ceptions are. 

Mr.  Strickland.  For  the  record,  is  that  what  you  were  trying  to 
do  with  your  involvement  with  the  express,  to  educate  the  public 
about  health  care  reform? 

Mr.  Bowles.  That's  not  what  I  was  trying  to  do.  That's  what  I 
actually  was  doing. 

Mr.  Strickland.  Thank  you. 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired. 

Mr.  Kim. 

Mr.  Kim.  Thank  you,  Mr.  Chairman. 

I  just  have  a  couple  questions  for  you,  Mr.  Bowles. 

I  was  a  businessman,  also.  But  I  want  as  one  businessman  to  an- 
other businessman,  to  ask  a  final  question.  In  your  opinion,  do  you 
truly  beheve  the  majority  of  small  business  owners  really  support 
this  employer  mandate?  In  your  opinion?  Can  you  give  me  just  yes 
or  no? 

Mr.  Bowles.  Mr.  Kim,  I'm  not  going  to  give  you  a  yes  or  no.  I  m 
going  to  give  you  an  answer  as  one  businessman  would  give  an- 
other. 

Mr.  Kim.  All  right.  Then  let  me  have  that  one. 
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Mr.  Bowles.  OK.  You  have  to  look  at  the  whole  ball  of  wax.  You 
can't  look  at  just  one  piece  of  it.  That's  what  you're  trying  to  do. 

It's  the  same  thing  I  said  —  you  weren't  here  for  my  introductory 
remarks,  and  I'm  disappointed  you  weren't.  But  you  have  to  look 
at  what  the  current  situation  is  for  the  small  business  community 
today.  I  can  tell  you  that  if  we  don't  have  real  health  care  reform, 
no  small  business  is  going  to  be  able  to  afford  health  care  coverage 
in  the  future. 

This  year,  according  to  Arthur  Andersen,  in  a  report  prepared  for 
the  National  Small  Business  United,  the  cost  increase  for  small 
businesses  went  up,  on  an  average,  14  percent.  We  have  been  expe- 
riencing annual  increases  of  10  to  50  percent  a  year.  With  that 
kind  of  rate,  no  small  business  is  going  to  be  able  to  afford  health 
care.  All  right.  If  we  can't  afford  health  care,  what  happens? 

Mr.  Kim.  I  don't  want  you  to  lecture  me. 

Let  me  ask  you  another  question.  If  that  is  the  case,  then  why 
do  the  NFIB  and  the  U.S.  Chamber,  which  represent  small  busi- 
ness owners,  why  do  they  oppose  this  plan?  I  mean,  according  to 
you,  they  should  support  employer  mandates. 

Mr.  Bowles.  Congressman  Kim,  you're  going  to  have  a  chance 
to  hear  from  NFIB  and,  I  assume,  the  chamber,  next,  two  organiza- 
tions who  have  worked  with  me  closely,  who  have  been  extraor- 
dinary helpful  to  me  as  I  tried  to  work  for  regulatory  reform,  as 
I  tried  to  work  to  bring  additional  capital  into  the  hands  of  small 
businesses. 

I  think  you  will  find,  if  you  talk  to  NFIB  and  the  chamber,  they 
see  the  chronic  need  for  health  care  reform  in  this  country.  You 
know,  we  disagree  on  how  it  should  be  paid  for. 

Mr.  Kim.  You  disagree  how  to  pay? 

Mr.  Bowles.  That's  correct,  Congressman. 

Mr.  Kim.  Do  you  think  they  support  the  employer  mandates,  by 
any  chance? 

Mr.  Bowles.  No,  I'm  absolutely  confident  they  do  not. 

Mr.  Kim.  Let  me  ask  one  more  question,  Mr.  Chairman.  You  did 
answer  my  first  question.  Then  you  answered  it  in  a  different  way. 
My  first  question  was,  did  you  really  believe  that  they  support  em- 
ployer mandates? 

Mr.  Bowles.  I  answered  your  second  question.  It  was,  did  I 
think  NFIB  and  the  chamber  supported  it? 

I  can  tell  you  you're  also  going  to  hear  from  a  coalition  of  626,000 
small  businesses  which  do  support  universal  coverage  and  shared 
responsibility.  So,  you  are  going  to  get  two  sides  of  the  story. 

Mr.  Kim.  They  support  employer  mandates.  That's  what  you're 
saying. 

Mr.  Bowles.  That's  what  shared  responsibility  is.  Congressman. 

Mr.  Kim.  When  you  say  shared,  you  mean  20  percent  by  em- 
ployee and  80  percent  by  employer.  That's  shared? 

Mr.  Bowles.  Well,  there  are  two  bills,  as  I  understand  it,  they're 
coming  before  the  Congress.  One  has  an  80/20 

Mr.  Kim.  And  50/50. 

Mr.  Bowles.  The  other  is  a  50/50  that  excludes  small  busmesses 
that  have  fewer  than  25  employees. 

Mr.  Kim.  Well,  let  me  ask  a  last  question. 
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If  you  were  required  to  choose  between  acting  as  an  advocate  for 
small  businesses  or  acting  as  an  advocate  for  the  administration's 
position  —  excuse  my  southern  accent,  by  the  way  —  what  do  you 
think  you  should  do  as  the  SBA  Administrator? 

Mr.  Bowles.  Oh,  Congressman  Kim,  that's  a  false  choice.  I 
don't 

Mr.  Kim.  False  choice? 

Mr,  Bowles.  Yeah,  it's  a  false  choice.  I  think  as  a  member  of  the 
Clinton  administration  I  have  worked  hard.  I  have  worked  in  a 
very  bipartisan  method  with  people  like  Congressman  Torkildsen, 
people  like  Congresswoman  Meyers,  for  many  things  that  I  think 
are  extraordinarily  good  for  small  business.  Most  people  have  given 
the  agency  a  lot  of  credit  for  being  probably  in  its  most  efficient, 
effective  manner  it's  been  in  years. 

I  don't  have  any  qualms  with  being  a  m.ember  of  the  Clinton  ad- 
ministration and  working  very  hard  for  the  things  that  I  believe 
are  very  important  to  small  business. 

Mr.  Kim.  The  reason  I  am  asking  this  question,  is  that  it's  trou- 
bling me  that  I  talk  to  many,  many  small  business  owners,  and 
none  of  them  support  this  concept  of  employer  mandates. 

I  know  you've  been  going  around  the  country  educating  those 
people,  but  I  know  that  in  fact  that  you  actually  are  advocating 
this  health  care  plan  supported  by  administration  —  and  I  think 
in  your  position,  in  my  opinion,  tnat  you  should  really  be  honest 
with  the  small  business  owner  and  tell  them  the  truth.  What  is 
going  to  happen  to  them?  Every  study  I  have  seen  predicts  that 
there  will  be  tremendous  job  losses.  I  just 

Mr.  Bowles.  Mr.  Kim,  you  need  to  look  at  some  other  studies. 

Just  to  give  you  an  example,  in  case  you  didn't  have  a  chance 
to  read  the  CBO  report,  it  clearly  said  tnat  it  would  not  have  an 
adverse  effect  on  the  economy  nor  lead  to  job  loss. 

If  you  look  at  the  report  from  the  Economic  Policy  Institute,  a 
nonpartisan,  nonprofit  think  tank,  it  said  it  would  create  258,000 
manufacturing  jobs. 

If  you  look  at  the  report  from  the  Employee  Benefit  Research  In- 
stitute, another  nonprofit,  nonpartisan  think  tank,  it  said  it  would 
create  660,000  jobs. 

If  you  look  at  what  has  happened  in  the  State  of  Hawaii,  which 
has  an  employer  mandate,  it  has  one  of  the  highest  costs  of  living. 
It  has  absolutely  one  of  the  lowest  cost  of  health  care. 

If  you  look  at  what's  happened  in  the  State  of  Hawaii,  they  set 
up  a  rainy  day  fund  to  take  care  of  those  small  businesses  that  just 
flat  couldn't  afford  it.  It's  been  in  existence  for  20  years.  Do  you 
know  how  many  times  it's  been  tapped  in  20  years?  Five  times. 

Mr.  Kim.  Obviously 

Chairman  LaFalce.  The  time  of  the  gentleman  has  expired  — 
has  more  than  expired. 

Just  some  editorial  comment  from  the  Chair  —  what  you  hear 
often  depends  upon  who  you're  listening  to.  Interesting. 

I  was  talking  yesterday  with  the  president  of  one  of  the  local  Ro- 
tary Clubs  about  a  luncheon  that  was  had  in  my  district  yesterday. 
There  was  about  75  Rotarians  there. 

All  of  us  have  undoubtedly  spoken  before  Rotary  groups,  and 
they  fine  you  for  different  reasons.  So,  one  of  the  —  whoever  was 
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doing  the  fining  said  I'm  going  to  fine  every  single  Rotarian  here 
who  happens  to  be  a  Democrat,  $1  a  person.  They  raised  $4  out  of 
75  people.  So,  I  guess  what  you  hear  depends  upon  who  you  listen 
to. 

Mr.  Wyden. 

MR.  Wyden.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Bowles,  I  was  elected  in  1980,  so  most  of  my  tenure  here  has 
been  with  President  Reagan,  President  Bush,  and  it's  very  clear 
that  both  of  those  Presidents  and  the  heads  of  the  SBA  during 
their  tenure  moved  around  the  country  constantly,  talking  about 
ideas  and  issues  that  were  important  to  them. 

In  fact,  I  happen  to  have  agreed  with  George  Bush  and  his  SBA 
administrator  about  the  importance  of  cutting  capital  gains.  They 
moved  around  the  country  constantly  and  talked  about  it. 

So,  I  want  you  to  know  as  a  member  of  this  committee  I  hope 
you  will  continue  to  move  around  the  country,  speak  out,  try  to  get 
information  out  and  continue  to  try  to  address  these  issues  in  a  re- 
sponsible way. 

Mr.  Bowles.  I  thank  the  Congressman.  I  have  gone  to  any  num- 
ber of  public  events  where  there  have  been  people  from  every  kind 
of  small  business  there,  people  who  are  for  and  against  almost 
every  issue  you  could  imagine.  I  reached  out  to  people  like  the 
NFIB  and  the  chamber  and  asked  them  to  send  their  members  to 
these  meetings. 

Mr.  Wyden.  We  will  certainly  have  disagreements  about  policy, 
but  the  value  of  having  open  debate  and  having  our  SBA  Adminis- 
trator move  around  the  country  seems  to  me  to  be  indisputable, 
and  I  hope  you'll  continue  to  do  it. 

Now,  the  question  I  wanted  to  begin  with,  really,  is  about  the 
evidence  that  we  have  today.  It  seems  to  me  that  the  evidence  that 
we  have  today  indicates  that  for  small  business,  if  you  go  about 
this  task  in  a  kind  of  incremental  insurance  reform  only  kind  of 
way,  what  you  do  for  small  business  is,  in  effect,  cause  as  many 
new  problems  as  you  solve.  We  seem  to  have  a  substantial  amount 
of  evidence  already  to  that  effect. 

Do  you  share  that  view?  And  perhaps,  if  you  do,  you  could  elabo- 
rate on  it. 

Because  what  I  am  concerned  about  is  if  this  Congress  goes  in 
an  insurance-reform  only  kind  of  mode  and  what  happens  is  when 
these  insurance  companies  take,  as  they  should,  the  folks  who  are 
high  risk,  all  it's  going  to  do  is  bump  up  the  bills  on  the  healthy 
folks  and,  in  effect,  cause  a  kind  of  actuarial  death  spiral  where  the 
healthy  people  leave  these  plans. 

But  maybe  you  could  elaborate  on  the  evidence  on  this  point.  Be- 
cause I  think,  for  a  lot  of  Members,  the  choice  is  going  to  be  should 
you  do  something  like  insurance-reform  only  —  kind  of  incremental 
—  or  should  you  try  to  come  up  with  something  that  gets  us  all 
under  the  tent. 

Mr.  Bowles.  I  clearly  think  an  incremental  approach  is  no  ap- 
proach. I  do  not  believe  it  will  work  for  small  businesses. 

In  my  opening  statement,  I  talked  about  the  fact  that  I  think  ev- 
erybody sitting  at  this  table  —  that  table,  excuse  me  —  would  say 
thev're  for  guaranteed  issue,  guaranteed  renewabilitv,  portability, 
and  removing  exclusions  for  preexisting  conditions.  Tne  problem  is 
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—  and  it's  not  just  a  theory;  it's  a  fact  —  where  it's  been  tried  in 
various  States  it  leads  to  more  problems  without  universal  cov- 
erage, as  you  said,  Congressman,  than  it  solves. 

The  sick  do  get  on  the  health  care  rolls.  That  drives  the  cost  of 
the  insurance  company  up  and,  therefore,  drives  up  the  cost  of  in- 
surance. The  healthy  then  get  off  when  the  sick  get  on.  You  end 
up  with  fewer  working  people  who  are  covered. 

If  you  get  rid  of  exclusions  for  preexisting  conditions,  the  healthy 
even  have  an  incentive  to  get  off,  because  they  can  wait  until  they 
get  sick  to  get  on.  You  end  up  with  higher  costs  and  fewer  people 
covered. 

So,  where  it  has  been  tried,  it's  really  had  some  real  difficulties. 

Mr.  Wyden.  To  the  extent  that  you  could,  if  you  and  Dr.  Thorpe, 
so  we  can  have  this  for  the  transcript,  could  give  us  some  of  the 
detailed  information  about  the  New  York  experience  —  I  think  you 
cite  some  others  —  I  think  that  would  be  very  helpful.  Because  I 
think  every  Member  wants  to  keep  government's  role  to  a  mini- 
mum. But  if,  in  looking  at  an  insurance  reform  only  kind  of  ap- 
proach, you  create  as  many  problems  as  you  solve.  Members  need 
to  know  that. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Wyden.  The  only  other  question  I  had  —  and  I  share  Mr. 
Poshard's  view  that  there's  a  lot  of  confusion  out  there,  and  I  think 
you've,  in  effect,  said  the  same  thing.  I'm  curious.  When  the  House 
is  ready  to  vote  on  legislation,  will  it  be  possible  for  your  office  to 
get  out  some  data  to  Members  and  to  their  small  business  constitu- 
ents with  about  how  the  various  kinds  of  options  affect  them  in 
terms  of  specific  costs  to  the  small  business? 

Mr.  Bowles.  Yes,  I  think  so. 

Mrs.  Clayton.  Would  the  gentleman  yield? 

Mr.  Wyden.  Be  happy. 

Mrs.  Clayton.  I  would  just  raise  the  same  question  that  was 
raised  with  the  whole  issue  of  the  express  and  say  that  I  saw  what 
you  were  doing  with  the  express,  public  policy.  But  let's  make  the 
point  that,  as  you  inform,  that  same  question  is  going  to  be  raised. 
So,  just  make  sure  that  you  do  it  with  the  understanding  you're  in- 
forming the  public  and  not  trying  to  influence  Congress. 

Mrs.  Meyers.  Mr.  Chairman,  may  I  make  an  a  request  for  about 
30  seconds? 

Chairman  LaFalce.  Sure. 

Mrs.  Meyers.  If  you  are  going  to  provide  the  committee  with  in- 
formation in  the  future  about  the  impact  of  what  has  happened  in 
various  States  and  so  forth,  I  would  be  interested  in  what  hap- 
pened in  Washington  State  where  they,  last  year,  enacted  a  man- 
date and  are  now  trying  very  hard  to  get  out  of  it. 

I  would  also  like  to  ask  permission,  if  I  may 

Chairman  LaFalce.  Has  it  been  implemented  in  the  State  of 
Washington? 

Mrs.  Meyers.  Well,  this  is  what  has  been  told  to  me,  that  they 
have  implemented  a  mandate  in  the  State  of  Washington,  and  now 
they  are  trying  to  get  out  of  the  mandate. 

Chairman  I^Falce.  I  think  they  passed  it  but  didn't  begin  im- 
plementation at  all.  So,  I  don't  know  that  there's  anything  to  report 
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on  implementation.  If  there  is  anything  to  report  on  implementa- 
tion, please  comply  with  Mrs.  Meyers'  request. 

[The  information  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  I  would  also  like  to  request,  Mr.  Chairman,  that 
we  be  able  to  submit  questions  to  the  Director  in  the  coming  few 
days. 

Chairman  LaFalce.  That  is  the  case  at  all  times  for  all  wit- 
nesses. 

I  do  know  that  Mr.  Bowles  initially  told  me  he  had  to  leave  at 
11:15,  then  he  said  no  later  than  11:30,  and  it's  now  about  11:33. 
So,  I'm 

Mr.  Wyden.  Mr.  Chairman. 

Chairman  LaFalce.  Yes,  Mr.  Wyden. 

Mr.  Wyden.  Can  I  take  a  very  brief  moment?  About  this  matter 
of  getting  information  out  as  the  House  goes  to  a  vote,  Mr.  Bowles, 
I  think  all  Members  on  both  sides  of  the  aisle  are  interested.  With 
the  leave  of  the  Chairman  and  Mrs.  Meyers,  I  would  feel  very  com- 
fortable if  the  two  of  you  would  work  together  with  Mr.  Bowles  in 
terms  of  getting  this  kind  of  information. 

Chairman  LaFalce.  Sure.  I'm  going  to  ask  Mr.  Bowles  to  give  us 
as  full,  complete,  objective  and  accurate  information  as  he  can  on 
the  totality  of  the  health  care  issue  as  it  impacts  the  American 
body  politic  as  is  possible. 

Thank  you,  Mr.  Bowles. 

We  will  now  continue  with  panel  number  one.  I  regret  Mr. 
Bowles  will  not  be  able  to  remain,  but  we  do  have  Mr.  Gandhi. 

Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman,  and  I  regret  not 
having  a  chance  to  ask  the  Administrator  questions,  but  he  cer- 
tainly has  been  very  forthcoming  in  past  hearings,  and  I  appreciate 
that. 

For  either  of  the  witnesses  that  are  remaining,  the  question  is 
made  quite  often  that  people  who  —  or  employers  who  are  paying 
for  health  insurance  now  —  are  paying  a  surcharge  on  their  health 
insurance  premiums  for  their  employees  that  covers  the  bad  debt 
free-care  pools  that  all  States  have.  They  talk  about  that  as  why 
the  current  system  is  unfair. 

Yet,  in  none  of  plans  that  I've  seen  —  and  perhaps  some  —  I 
haven't  seen  any  plan  that  calls  for  eliminating  that  surcharge.  In- 
deed, those  players  who  are  paying  that  now  will  have  to  continue 
to  pay  that  under  Senator  Mitchell's  plan.  Not  only  would  they 
have  to  continue  paying  that,  but  all  people  paying  a  premium 
would  have  to  pay  an  additional  1.75  percent  premium  tax  on  top 
of  that. 

If  the  unfairness  of  the  current  system  is  that  people  who  buy 
insurance  are  paying  for  people  who  don't  have  insurance,  why 
aren't  they  being  promised  a  rebate  of  that  additional  money  in  any 
of  the  plans  that  are  out  there?  Or  at  least  in  the  two  plans  that 
President  Clinton  endorsed  last  night. 

Mr.  Gandhl  Sir,  I  would  have  to  say,  sorry,  I  cannot  answer  the 
question,  primarily  because  we  have  not  studied  this  aspect  of  the 
health  care  proposals. 

All  we  do  here  is  to  alert  the  committee  about  possible  impacts 
that  the  reform  proposal  would  have  on  the  classification  of  inde- 
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pendent  contractors  as  well  as  the  tax  consequences  of  such  a  clas- 
sification. So,  I'm  sorry.  I  cannot  answer  that. 

Mr.  TORKILDSEN.  OK 

Just  a  final  point,  Mr.  Chairman.  I  don't  know  that  anyone  can 
comment  on  this  either.  But  certainly  I'll  be  asking  the  Adminis- 
trator this  question  in  writing. 

Mention  was  made  today  about  Hawaii.  President  Clinton  men- 
tioned Hawaii  last  night  as  well.  I  think  it's  important  to  note  that, 
while  Hawaii  has  a  business  mandate,  Hawaii  by  its  own  estimate 
only  insures  95  percent  of  its  population.  Some  statements  say  it 
only  insures  92  percent. 

So,  while  people  are  talking  about  universal  coverage,  even  the 
business  mandate  that  Hawaii  has  only  covers  between  92  and  95 
percent  of  its  population.  So,  there  really  is  a  difference  of  compari- 
son here. 

If  the  Clinton  administration  is  talking  about  an  Hawaii  type 
system  then  it  should  adjust  its  numbers  to  say  it  is  no  longer  talk- 
ing about  the  hundred  percent  coverage  the  President  was  insisting 
on  a  year  ago,  that  indeed  even  Hawaiians  with  their  system  with 
its  pluses  and  minuses  —  and  there's  certainly  both  within  that 
system  —  has  not  been  able  to  devise  a  way  to  insure  100  percent 
of  its  population. 

Mr.  Chairman,  I  would  like  to  yield  back  the  balance  of  my  time. 

Chairman  LaFalce.  Mr.  Torkildsen,  I  believe  one  of  the  reasons 
that's  true  is  that  Hawaii  exempts  part-time  employees.  They  do 
not  have  an  adequate  safety  net  to  embrace  them. 

Mrs.  Meyers.  Mr.  Chairman,  I  would  also  like  to  say  that  the 
Federal  Government  pays  for  Native  American  health  care  in  Ha- 
waii. So,  that  means  that  all  native  Hawaiians  are  paid  for  by  the 
Federal  Government  and  not  through  their  employee  plans.  So,  it 
—  there  are  significant  factors,  I  think,  that  you  have  to  take  into 
consideration  when  you're  talking  about  Hawaii. 

Chairman  LaFalce.  Good.  Anybody  else  want  to  comment  on 
Hawaii?  ,  _, 

No.  All  right,  then  I  think  we  will  thank  Mr.  Gandhi  and  Mr. 
Short  for  their  participation  in  panel  number  one. 

We  will  go  to  panel  number  two.  Would  the  members  of  panel 
number  two  come  to  the  witness  table,  please,  all  12  of  them? 

Does  everyone  have  a  chair  who  should  have  a  chair?  I've  made 
an  attempt  to  have  the  witnesses  appear  in  what  I  think  would  be 
alternating  order  of  perspective.  I  don't  know  if  I  fully  accom- 
plished that,  because  there's  some  of  you  have  different  shades  of 
perspective.  But  we're  going  to  try.  We're  going  to  try. 

We  will  begin  the  panel  with  Mr.  Robert  Peck  of  the  Small  Busi- 
ness Coalition  for  Health  Care  Reform.  We  do  have  12  of  you,  and 
so  I  will  have  to  be  rather  rigid  in  confining  each  of  you  to  the  5 
minutes. 

OK,  Mr.  Peck. 

TESTIMONY  OF  ROBERT  PECK,  SMALL  BUSINESS  COALITION 
FOR  HEALTH  CARE  REFORM 

Mr.  Peck.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. I  would  ask  that  my  statement  be  included  in  the  record, 
and  I  will  simply  summarize  it. 
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My  name  is  Robert  Peck.  I  am  group  vice  president  for  Govern- 
ment Affairs  of  the  American  Institute  of  Architects.  The  AIA  is  a 
member  of  the  Small  Business  Coalition  for  Health  Care  Reform 
which  represents  28  other  organizations  and  approximately 
626,000  small  businesses  owners  who  employ  5.6  million  Ameri- 
cans. 

We  are  here  to  talk  to  you  about  one  of  the  best-kept  secrets  m 
Washington,  which  is  small  business  support  for  universal  health 
coverage  and  an  employer-based  system  of  shared  responsibility.  I 
will  try  to  be  clear  about  what  we  mean  by  that. 

We  have  not  taken  —  nor  has  anyone  taken  —  a  plebescite 
among  small  business  owners  so  that  we  can  say  that  52  percent, 
53  percent  have  voted  for  an  employer  mandate.  Here  is  what  I 
mean:  That,  according  to  the  Department  of  Labor,  58  percent  of 
small  businesses  already  provide  health  insurance  benefits  for  their 
workers. 

According  to  a  poll  done  last  year  by  the  National  Federation  of 
Independent  Business,  64  percent  of  their  members  would  like  to 
provide  either  some  or  better  health  insurance  for  their  workers. 

In  the  American  Institute  of  Architects,  fiilly  64  or  65  percent  of 
our  firms  provide  health  insurance.  Of  those,  79  percent  pay  all  of 
the  health  benefits  for  their  employees.  But  they  pay  about  10  to 
11  percent  of  payroll  to  get  those  benefits. 

We  do  find,  as  the  Administrator  of  Small  Business  mentioned 
today,  that  the  larger  small  business  firms  in  architecture  —  and 
almost  all  architects  are  small  businesses  —  almost  all  provide 
health  benefits.  The  smallest  firms  more  frequently  do  not. 

But  when  you  ask  them  why  they  don't,  they  tell  you  it's  because 
they  can't  find  decent  coverage  at  affordable  rates.  Or  if  they  do 
have  coverage  and  someone  in  their  firm  picks  up  a  medical  condi- 
tion or  someone  in  their  family  gets  it,  their  rates  go  through  the 
roof,  leaving  them  with  the  horrendous  choice  of  firing  a  trusted 
employee  or  terminating  health  insurance. 

The  idea  that  employer  mandates  are  some  radical  change  in  our 
system  boggles  the  mind.  As  I  say,  most  employers  in  America, 
large  and  small,  already  pay  for  health  benefits.  This  is  no  radical 
change  to  Americans.  About  90  percent,  85  percent  —  whichever 
numbers  you  believe  —  of  Americans  who  have  health  coverage  al- 
ready get  it  through  the  workplace. 

But  something  has  happened  in  this  debate  —  and  you  read  it 
in  the  paper  every  time  this  debate  is  mentioned  —  somehow  there 
is  the  idea  that  small  businesses  don't  support  an  employer  man- 
date, don't  want  to  pay  their  fair  share. 

Well,  there's  something  worse  going  on.  There  are  a  lot  of  small 
business  employers  who  are  paying  their  fair  share  of  health  insur- 
ance. They're  not  only  paying  their  fair  share,  they're  paying  an 
unfair  share,  because  they're  also  paying  for  these  small  businesses 
who  don't  cover  their  employees. 

As  a  result  of  cost  shifting,  payroll  costs  for  small  businesses  are 
higher  than  the  payroll  costs  for  large  businesses  for  health  insur- 
ance. As  I  mentioned  before,  because  small  businesses  are  gen- 
erally in  a  smaller  pool,  they  pay  higher  rates  for  lousier  coverage. 
There's  an  unlevel  playing  field  here.  Small  businesses  are  at  a 
disadvantage  to  large  businesses  in  providing  health  benefits. 
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I  want  to  mention  that  by  small  businesses  we  mean  all  kinds 
of  small  businesses.  Our  coalition  represents  farmers,  truck  driv- 
ers, contractors,  campground  owners,  architects,  lawyers,  phar- 
macists and  booksellers.  You'll  hear  from  some  of  them  on  the 
panel. 

There's  an  argument  that  if  businesses,  small  businesses,  are  re- 
quired to  pay  health  benefits,  employment  will  go  down.  I  can  un- 
derstand the  perspective  of  a  small  business  owner  who  is  not  cur- 
rently paying  for  their  employee.  They've  got  the  better  end  of  the 
stick  in  the  current  bargain.  Why  should  they  want  to  pay?  Their 
employees,  if  they  get  sick,  will  somehow  go  to  a  hospital  emer- 
gency room,  get  the  coverage  anyway,  and  the  rest  of  us  will  pay 
for  it. 

According  to  White  House  estimates 

Chairman  LaFalce.  You  have  1  additional  minute,  Mr.  Peck. 

Mr.  Peck.  Thank  you,  sir. 

According  to  White  House  estimates 

Chairman  LaFalce.  Not  additional.  You  have  1  minute  remain- 
ing, I  should  say. 

Mr.  Peck.  All  right.  According  to  White  House  estimates  it  would 
cost  —  I  want  to  correct  my  written  statement  —  about  70  cents 
per  hour  more  per  employee  when  the  subsidies  suggested  in  var- 
ious bills  are  applied  to  small  businesses  —  compared  to  the  mini- 
mum wage  increase  of  90  cents  per  hour  last  year. 

We  have  not  experienced  significant  job  loss  in  the  country  since 
the  minimum  wage  was  increased.  I  won't  go  through  the  Hawaii 
experience  with  respect  to  health  coverage. 

I  would  mention  again  that,  Mr.  Chairman,  in  your  own  State  of 
New  York,  we  have  seen  what  partial  change  to  the  system  can  do. 
The  young,  the  healthy  opt  out  of  the  system.  Rates  go  up  for  ev- 
eryone. 

Finally,  I  want  to  just  say  that  what  I  believe  is  going  on  here 
is  that  we  do  have  a  lot  of  small  business  people  who  know  what 
they  face  nov/.  They  face  increased  rates.  They  face  horrendous  pa- 
perwork. 

I  often  ask  people  who  question  me  about  this,  if  they  are  so 
scared  of  the  government  bureaucracy,  have  they  dealt  with  the 
health  insurance  bureaucracy  lately?  There  is  a  fear  that  things 
will  get  worse  under  change.  This  is,  unfortunately,  natural.  People 
are  always  afraid  of  change.  But  our  people  are  afraid  of  what  will 
happen  if  things  go  on  as  they  are. 

A  lot  of  the  small  businesses  that  we  talked  to  that  do  provide 
health  insurance  say  they  will  probably  drop  it  at  some  point  if  in- 
creases continue  the  way  they  are.  But  you  have  people  afraid  that 
things  will  get  worse.  I  don't  know  how  we  get  over  that  other  than 
to  remember  that  this  is  a  great  country  that  at  one  time  was  not 
afraid  to  take  great  leaps,  do  things  like  social  security,  about 
which  dire  predictions  were  made,  and  to  move  forward  into  the 
next  century. 

I'll  obviously  be  happy  to  answer  any  questions  you  may  have. 

[Mr.  Peck's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much. 

Our  next  witness  will  be  Mr.  Craig  Willett  of  the  NFIB. 
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TESTIMONY  OF  CRAIG  WILLETT,  NATIONAL  FEDERATION  OF 
INDEPENDENT  BUSINESS 

Mr.  WiLLETT.  Thank  you  for  the  opportunity  to  testify  today. 

I  am  Craig  Willett,  a  CPA  from  Provo,  Utah.  I  am  an  active 
member  of  the  NFIB  and  a  delegate  to  the  White  House  Conference 
on  Small  Business  in  1995.  My  CPA  firm  employs  four  people;  until 
last  week  it  employed  five  people. 

I  think  I  represent  the  views  of  real  small  business  and  would 
like  to  cut  part  of  my  testimony  and  have  it  recorded  for  the  record 
as  it  has  been  submitted.  I  would  like  to  raise  and  summarize  two 
points  related  to  that.  The  first  is  I  feel  independent  contractor 
issue  should  be  addressed  separately  by  this  committee  as  well  as 
the  Ways  and  Means  Committee.  They  refused  to  do  it  in  the  past. 

I  feel  that  under  the  20-point  common  law  test  already  in  place 
in  IRS  Code  Section  530,  what  the  GAO  was  here  testifying  about 
this  morning,  is  not  an  issue.  You  cannot  switch  from  being  an  em- 
ployee to  an  independent  contractor  under  the  current  system. 

It  may  be  difficult  to  understand,  but  I  think  adding  a  whole  new 
layer  of  detailed  regulations,  more  paperwork,  more  compliance 
would  not  take  out  the  uncertainty,  but  increase  the  cost  to  comply 
to  small  business  owners. 

Mr.  Gandhi  himself  indicated  this  should  be  examined  in  more 
detail  and  I  think  we  should  do  that,  but  under  the  guise  of  health 
care  reform.  The  second  point,  those  are  my  two  points. 

The  other  issue,  going  on  to  what  Mrs.  Meyers  suggests,  we  sug- 
gested employer  mandates,  being  from  Utah,  shared  responsibility 
seems  to  be  the  new  word  since  mandates  are  a  bad  word  now 
across  the  country  to  small  business  owners.  I  think  that  I  would 
like  to  talk  about  two  issues,  one  affordability  of  health  care  and 
universal  coverage. 

In  the  1993  meeting  with  my  representative,  Mr.  Orton,  I  was 
informed  it  was  his  understanding  in  final  legislation  self-employed 
individuals  2  percent  or  greater  shareholders  in  S  corporations  and 
general  partners  would  receive  deductions  equivalent  to  those  pro- 
vided to  all  other  employers  and  employees.  In  the  health  care  bill 
passed  by  the  Ways  and  Means  Committee,  the  self-employed  de- 
duction is  25  percent  until  1997  its  retroactively  reinstated. 

I  would  like  to  correct  the  record.  Mr.  Bowles  this  morning  indi- 
cated the  self-employed  currently  have  a  25  percent  deduction.  As 
you  know,  on  this  committee  there  is  no  deduction.  It  expired  June 
30,  1994. 

The  self-employed  are  currently  without  a  deduction  for  health 
insurance  premiums.  The  25  percent  deduction  retroactively  rein- 
stated again  in  1988,  the  House  Ways  and  Means  Committee  is 
saying  the  deduction  would  increase  to  80  percent  for  the  self-em- 
ployed except  for  those  who  worked  for  somebody  else  for  more 
than  25  hours  a  week  where  their  spouse  is  covered  by  another  em- 
ployer. 

Again  for  4  years,  we  in  the  self-employed  and  small  business 
owners  of  the  country  are  left  without  any  coverage  or  equal  play- 
ing field.  I  think  before  we  throw  hundreas  of  billions  of  dollars  at 
health  care  reform  to  obtain  universal  coverage,  we  should  allow 
equal  tax  treatment  of  health  insurance  premiums  to  all  taxpayers. 
Putting  the  deduction  for  health  insurance  on  a  level  playing  field 
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is  the   simplest  and  least  expensive  way  and  the  first   step  in 
achieving  universal  coverage.  .         .    .  .1      on  a 

We  talked  about  incremental  solutions.  Despite  what  the  bBA 
says,  I  feel  this  should  be  one  and  they  recommend  and  support 
this.  This  should  be  the  first  step  before  we  spend  hundreds  of  bil- 
lions of  dollars.  ,   ,  „  r    •  j 

Also,  I  would  like  to  talk  about  the  Gephardt  bill.  It  is  my  under- 
standing the  Gephardt  bill,  in  my  limited  time  to  look  at  it,  there 
are  11  reprogram  commissions  or  funds  set  up  under  it.  Now,  if 
that  is  not  going  to  mean  more  paperwork,  more  regulation  for  my 
businesses  and  my  clients,  I  don't  know  what  will. 

However,  because  of  the  number  of  items  that  will  be  introduced, 
I  feel  the  business  owners  will  have  a  hard  time  interpreting 
health  care  reform,  being  able  to  comply  with  it.  I  feel  it  also  will 
be,  in  effect,  a  payroll  tax  increase.  The  hammer  of  the  Gephardt 
plan  will  fall  particularly  hard  on  Main  Street  small  firms. 

Three  out  of  four  businesses  with  five  or  fewer  employees  would 
experience  a  substantial  increase  under  the  Gephardt  plan.  For  my 
firm  its  10  percent.  This  occurs  because  76  percent  of  firms  with 
fewer  than  five  employers  do  not  provide  health  insurance  to  their 
employees.  About  60  percent  of  small  business  are  these  size.  A 
NFIB  survey  shows  small  businesses  could  not  afford  it.  These 
firms  could  take  on  a  cost  they  could  not  afford  to  pay  for  a  new 
government-run  health  care  plan. 

Chairman  LaFalce.  Mr.  Willett,  your  time  is  expired. 

Could  you  please  conclude? 

Mr.  Willett.  OK.  In  conclusion,  I  would  like  to  indicate  that 
under  the  mandate,  cost  shifting  be  done  in  effect  under  Medicare 
Part  C  which  most  businesses  in  my  situation  would  have  to  prob- 
ably buy  insurance  from. 

As  already,  currently  $16  billion  of  cost  shifting  is  done  in  Medi- 
care and  Medicaid  as  it  currently  stands.  Universal  coverage  is 
something  that  we  might  be  looking  for.  Maybe  we  need  economists 
in  Congress. 

Six  percent  unemployment  is  considered  full  employment.  Maybe 
something  less  than  100  percent  is  more  reahstic  and  more  attain- 
able. Also  25  percent  deduction  is  zero  needs  to  be  extended  to  100 
percent  at  a  minimum  to  at  least  go  into  further  analysis  of  health 
care  reform. 

Thank  you. 

[Mr.  Willett's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much. 

Our  next  witness  is  Ms.  Judy  Waxman,  Director  of  Government 
Affairs  for  Families  U.S.A. 

TESTIMONY  OF  JUDY  WAXMAN,  DIRECTOR  OF  GOVERNMENT 
AFFAIRS,  FAMILIES  U.SA. 

Ms.  Waxman.  Thank  you  very  much. 

I  am  Judy  Waxman  from  Families  U.S.A..  We  are  a  nonpartisan, 
nonprofit  organization  working  for  health  care  reform  on  behalf  of 
consumers. 

I  am  one  of  the  people  you  referred  to  that  actually  has  to  leave 
early.  I  apologize  in  advance.  It  is  actually  past  the  time  I  was  sup- 
posed to  be  at  my  next  commitment.  So,  if  there  are  any  questions. 
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I  would  be  very  happy  to  answer  them  in  writing  if  anybody  wants 
to  submit  them  to  me  after  the  hearing  is  over. 

I  will  not  reiterate  the  problems  that  have  already  been  spoken 
about  that  small  businesses  have  in  trying  to  get  health  insurance 
for  their  employees.  My  role  generally  is  to  make  this  issue  real  by 
talking  about  real  people  and  explaining  what  is  really  happening 
to  people  and  small  business  owners  on  an  individual  level. 

I  would  like  to  give  you  the  story  of  Diane  Weston  who  came  to 
us  from  Huntsville,  Alabama.  She  is  president  of  the  small  corpora- 
tion, Wahamla,  Incorporated.  It  is  a  program  that  does  government 
defense  and  aerospace  contract  work.  She  provides  engineering  and 
technical  support  to  the  Department  of  Defense  and  NASA.  She 
has  82  employees,  60  of  whom  work  full-time.  She  is  struggling  to 
provide  health  insurance  for  her  employees.  She  now  pays  12  per- 
cent of  payroll  in  order  to  do  that.  Because  during  the  last  year  a 
number  of  her  employees  have  suffered  serious  illnesses  and  had 
high  claims,  she  is  very  worried  about  what  is  going  to  happen  to 
her  premiums  and  how  much  of  payroll  she  will  actually  have  to 
pay  in  order  to  continue  to  cover  her  employees. 

Ms.  Weston  inspired  us  to  look  at  how  much  businesses  are  actu- 
ally paying  as  a  percentage  of  payroll  when  they  want  to  do  the 
right  thing  and  cover  their  employees.  We  did  a  study  that  looked 
at  data  from  the  Health  Insurance  Association  of  America  and  the 
U.S.  Small  Business  Administration.  We  estimated  how  many 
firms  are  paying  8,  10,  or  12  percent  or  more  of  their  payroll  to 
cover  their  employees.  What  we  found  was  that  nationwide  an  esti- 
mated 411,000  businesses  are  spending  at  least  12  percent  of  pay- 
roll for  health  insurance.  That  means  that  over  10  million  persons 
work  in  businesses  that  are  spending  at  least  12  percent  of  their 
payroll  on  health  insurance. 

We  have  a  State-by-State  chart  so  that  each  of  you  can  see  how 
many  businesses  and  workers  in  your  state  are  affected  by  this 
problem.  I  have  to  tell  you,  Mr.  Chairman,  unfortunately,  your 
State  is  right  at  the  top.  New  York  has  the  most  number  of  busi- 
nesses in  the  country  of  any  State  that  pays  over  12  percent  of  pay- 
roll. In  New  York,  1.6  million  workers  are  in  firms  that  pay  over 
12  percent  of  their  payroll  for  health  insurance. 

I  suppose  it  is  not  surprising  that  small  businesses  comprise  the 
overwhelming  majority  of  businesses  with  high  health  care  insur- 
ance costs. 

I  included  for  all  of  you  the  entire  report;  but  to  summarize  the 
statistics  look  at  Figure  2.  Eighty  three  percent  of  businesses  of  20 
workers  or  less  —  pay  8  percent  or  more  and  86  percent  of  busi- 
nesses with  under  20  workers  pay  10  percent  of  payroll  and  89  per- 
cent of  businesses  with  20  employees  or  less  actually  pay  12  per- 
cent or  more  of  payroll  on  health  insurance.  It  is  really  incredible 
when  you  see  who  is  actually  bearing  the  burden  of  high  costs  of 
their  payroll. 

It  is  those  small  businesses  that  really  want  to  provide  coverage 
and  are  really  under  a  crushing  burden  of  cost.  What  is  the  impli- 
cation of  this: 

The  implication  is  that  without  reform,  thousands  of  businesses 
will  continue  to  worry  about  the  growing  burden  of  health  insur- 
ance costs  and  its  impact  on  their  Dusiness  and,  of  course,  the  mil- 
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lions  of  workers  in  the  businesses  will  continue  to  worry  that  they 
and  their  families  could  lose  their  health  insurance  or  maybe  even 
their  jobs  over  high  health  care  costs. 

We  think  it  is  time  for  health  care  reform. 

Thank  you  very  much. 

[Ms.  Waxman's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Mr.  Chairman,  may  I  ask  just  one  quick  question? 
We  called  to  get  a  copy  —  this  is  the  report  you  referred  to.  We 
called  to  get  a  copy;  and  one  of  your  employees  said,  well,  you'll 
have  to  call  the  SBA  because  they  printed  it  for  us;  is  that  accu- 
rate? 

Ms.  Waxman.  No,  that  is  not  accurate.  I  have  no  idea  who  told 
you  that.  In  fact, 

Mrs.  Meyers.  Actually,  I  think  they  said  the  SBA  issued  the  re- 
port or  something.  I  would  like  to  determine  the  accuracy  of  that. 

Ms.  Waxman.  I  am  happy  to  provide  you  detailed  information.  I 
think  what  happened  was  that  an  SBA  representative  appeared 
with  us  at  the  press  conference  when  we  issued  the  report,  but 
they  were  not  involved  in  writing  the  report  at  all.  Additionally,  I 
would  like  to  say  when  we  do  reports  such  as  this,  we  send  them 
to  every  Member  of  Congress  upon  issuance.  There  probably  is  one 
floating  around  your  office  somewhere. 

I  am  happy  to  supply  any  more  that  you  would  like. 

Thank  you. 

Chairman  LaFalce.  Thank  you,  Ms.  Waxman.  I  understand  you 
must  be  someplace  else. 

Ms.  Waxman.  I  apologize. 

Chairman  LaFalce.  That  is  perfectly  allright.  The  next  is  the 
representative  of  the  U.S.  Chamber  of  Commerce,  Ms.  JuHe 
Gackenbach. 

TESTIMONY  OF  JULBE  GACKENBACH,  U.S.  CHAMBER  OF 

COMMERCE 

Ms.  Gackenbach.  Thank  you,  Mr.  Chairman,  Congresswoman 
Meyers.  On  behalf  of  the  U.S.  Chamber  of  Commerce,  we  appre- 
ciate the  opportunity  to  present  our  views  at  this  hearing  and  com- 
mend you  for  holding  a  hearing  on  the  impact  of  health  care  reform 
on  small  businesses.  Health  care  reform  will  touch  the  lives  of 
every  American  and  have  a  profound  impact  on  our  Nation's  busi- 
nesses. 

Perhaps  nowhere  is  this  impact  greater  than  on  America's  small 
businesses.  More  than  96  percent  of  the  chamber's  members 

Chairman  LaFalce.  Ms.  Gackenbach,  could  you  please  bring  the 
microphone  closer?  We  can't  hear  you. 

Ms.  Gackenbach  [continuing],  employ  fewer  than  100  people 
and  71  percent  employ  fewer  than  10.  Our  businesses  have  been 
and  continue  to  be  engaged  in  a  thorough  evaluation  and  judgment 
process  regarding  health  care  reform.  This  evaluation  came 
through  loud  and  clear  in  the  results  of  our  recently  conducted 
health  care  membership  survey,  the  largest  in  history  today. 

Of  our  40,000  respondents,  fully  three-quarters  of  the  businesses 
employed  fewer  than  25  employees.  The  consistent  message  from 
these  small  businesses  was  that  successful  health  care  reform  must 
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be  predicated  on  enhancing  the  current  system  rather  than  rede- 
signing it  altogether. 

Thousands  of  business  owners  are  urging  their  elected  officials  to 
reject  health  care  reform  that  contains  employer  mandates,  exces- 
sive new  employers'  taxes  and  expanding  government  bureaucracy 
to  impose  burdens  on  our  members. 

The  health  care  reform  proposal  that  will  have  the  single  great- 
est effect  on  our  small  businesses  is  the  employer  mandate.  By  a 
three-to-one  margin,  our  chamber  members  rejected  employer  man- 
dates. These  small  businesses  recognize  the  plain  truth:  an  em- 
ployer mEindate  is  a  job  killer. 

In  Majority  Leader  Gephardt's  packet  he  released  the  other  day, 
he  estimates  the  employer  mandate  in  his  proposal  for  an  employer 
with  100  employees  and  an  average  payroll  of  $11,000  per  person 
would  cost  that  employer  $2,625  per  worker  per  year. 

We  cannot  overlook  for  a  single  second  that  for  this  employer 
that  represents  a  threefold  increase  in  their  FICA  tax  Hability  and 
is  one-and-a-half  times  the  single  largest  increase  in  the  minimum 
wage. 

Small  employers,  faced  with  these  cost  increases,  will  have  no 
choice  other  than  to  reduce  payrolls  through  reduction  in  number 
of  jobs,  their  wage  rates,  or  the  number  of  hours  worked. 

One  point  has  become  crystal  clear  to  our  small  businesses.  An 
employer  mandate  will  cost  hundreds  of  thousands  of  workers  their 
jobs  and  millions  more  will  see  their  wages  significantly  reduced. 

Our  businesses  also  overwhelmingly  endorse  a  free  market  ap- 
proach to  health  care  reform.  They  specifically  rejected  any  health 
care  system  that  was  viewed  as  government-run  by  an  overwhelm- 
ing 87.2  percent.  Unfortunately,  the  reform  plans  we  are  seeing 
considered  in  the  House  right  now,  the  Ways  and  Means,  Edu- 
cation and  Labor  and  the  Gephardt  plans  rely  heavily  on  govern- 
ment intervention. 

All  three  plans  would  vest  power  in  the  Federal  Government  to 
dictate  national  minimum  benefit  packages,  adopting  a  "one-size- 
fits-all"  approach  to  health  care  reform;  and  furthermore,  each  plan 
envisions  vast  bureaucracies  to  oversee  and  enforce  these  benefit 
packages  and  employer  mandates. 

Our  members  are  also  concerned  that  most  of  the  health  care  re- 
form proposals  seek  to  change  the  tax  treatment  of  employee 
health  benefits.  Whether  through  the  elimination  of  the  employee 
exclusion  limitations  on  the  employee  deduction  or,  as  in  the  Sen- 
ate committee,  by  imposing  a  25  percent  excise  tax  on  the  so-called 
high  cost  health  care  plans. 

The  employee  deduction  and  the  employee  exclusion  were  insti- 
tuted for  the  very  purpose  of  increasing  coverage  and  they  have 
worked  well. 

Hundreds  of  millions  of  Americans  now  receive  coverage  through 
an  employer-provided  system.  Placing  limits  on  the  deduction,  the 
exclusion  or  imposing  punitive  taxes  on  premiums  will  increase  the 
cost  of  providing  health  insurance  for  our  members  while  doing 
nothing  to  control  our  escalating  costs. 

Finally,  like  other  witnesses,  we  are  discouraged  that  many  of 
the  plans  do  not  provide  for  full  deductibility  of  health  care  costs 
for  our  self-employed  and  smaller  businesses.  Sound  tax  policy  die- 
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tates  full  deductibility  of  premium  costs  for  self-insurance  as  ordi- 
nary and  necessary  business  expenses.  The  chamber  believes  it  is 
vital  all  employers,  including  the  self-employed,  be  permitted  to  de- 
duct 100  percent  of  health  insurance  expenses. 

The  committee  also  asked  us  to  address  how  independent  con- 
tractors and  S  corporations  would  be  affected  if  the  health  care  re- 
form provisions  were  to  apply  to  them. 

Currently  more  than  1.6  million  firms  are  organized  as  sub- 
chapter S  corporations.  These  are  facing  unique  challenges  in  the 
health  care  reform  battle.  Various  reform  proposals  would  tax  the 
income  of  certain  S  corporations  as  wages  for  self-employment  pur- 
poses. We  urge  the  committee  to  look  carefully  at  this. 

These  are  the  employees  and  particularly  employers  that  have 
faced  increased  tax  burdens  over  the  last  years  and  these  provi- 
sions would  impose  arbitrary  and  unfair  taxes  on  some  of  America's 
fastest  growing  businesses. 

Like  S  corporations,  independent  contractors  face  a  full  frontal 
assault  in  the  health  care  proposals.  More  than  5  million  Ameri- 
cans maintain  independent  contractor  status.  These  would  be  a  pu- 
nitive measure  discouraging  their  livelihood. 

We  view  independent  contractor  status  as  a  vital  segment  of  the 
American  work  force  and  reject  any  attempt  to  change  the  defini- 
tions included  in  the  health  care  reform. 

Although  from  my  testimony  you  can  tell  chamber  members 
clearly  do  not  want  Congress  to  enact  hasty  and  all-encompassing 
reform  legislation,  we  do  believe  that  there  are  some  measures  that 
we  could  enact  to  further  the  health  care  debate.  We  believe  that 
Congress  should  move  forward  in  those  areas  where  broad  consen- 
sus exists. 

Our  chamber  members,  through  our  policy  committees,  have 
adopted  an  eight-point  framework  for  health  care  reform  that  is 
free  of  mandates,  taxes,  expanded  bureaucracy  that  we  believe 
would  have  a  positive  impact  on  health  care  reform. 

Specifically,  we  propose  price  and  quality  report  cards  to  allow 
consumers  to  be  able  to  compare  the  performance  of  plans;  we  pro- 
pose insurance  market  reform  designed  to  address  availability  and 
portability  of  health  insurance;  we  propose  increased  consumer 
choice  among  health  plan  structures  including  incentives  for 
consumer-based  sensitivity  including  co-payments  and  deductibles. 

We  support  voluntary  purchasing  pools  to  provide  small  busi- 
nesses and  individuals  v/ith  greater  economies  of  scale  and  greater 
market  clout;  simplified  administration;  malpractice  reforms  in- 
cluding caps  on  noneconomic  damages;  a  standard  minimum  bene- 
fit package  so  people  could  compare  and  insurers  would  be  forced 
to  offer  so  people  would  have  that  option;  and  last  but  not  least, 
100  percent  deductibility  for  all  employers. 

We  appreciate  the  opportunity  to  work  with  this  committee  and 
the  Congress  to  enact  real  health  care  reform  without  employer 
mandates,  employer  tax  increases  or  imposing  a  government-run 
system  we  see  in  so  many  plans. 

Thank  you. 

[Ms.  Gackenbach's  statement  may  be  found  in  the  appendix,] 

Chairman  LaFalce.  Thank  you  very  much,  Ms.  Gackenbach. 
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Whatever  happened  to  Christine  Bass?  Is  she  still  with  the  U.S. 
Chamber? 

Ms.  Gackenbach.  She  has  moved  on  to  a  different  job.  She  is 
working  for  the  Washington  Health  Care  Group,  I  think. 

Chairman  LaFalce.  Yes.  She  also  did  an  excellent  job  of  testify- 
ing on  behalf  of  the  U.S.  Chamber  of  Commerce. 

Ms.  Barbara  Meade,  representing  the  American  Booksellers  As- 
sociation 

TESTIMONY  OF  BARBARA  MEADE,  AMERICAN  BOOKSELLERS 

ASSOCIATION 

Ms.  Meade.  Thank  you,  Mr.  Chairman. 

My  name  is  Barbara  Meade.  I  am  one  of  two  owners  of  Politics 
and  Prose  Bookstore  and  Coffeehouse.  We  are  a  large  independent 
book  store  here  in  Washington,  DC.  I  am  here  testifying  as  a  small 
business  owner.  I  am  also  testifying  for  the  American  Booksellers 
Association. 

Politics  and  Prose  is  10  years  old  and  we  have  approximately  30 
employees  with  a  payroll  of  about  $500,000.  In  this  payroll  figure, 
we  have  about  $18,000  that  we  pay  toward  our  employees  health 
insurance  which  comes  out  to  about  4  percent  of  our  pa3rroll  costs. 
I  will  explain  one  reason  why  this  figure  —  the  percentage  points 
seem  to  be  low  is  because  we  do  have  people  who  are  covered  by 
their  spouse's,  a  better  plan  that  their  spouse  offers.  We  do  have 
people  who  work  12  hours  a  week  and  do  not  qualify  for  our  health 
insurance.  They  tend  to  be  students.  They  are  covered  by  univer- 
sity health  plans. 

As  a  percentage  of  our  gross  sales,  though,  our  health  care  costs 
run  about  a  half  of  1  percent.  In  more  specific  terms,  we  pay  a  pre- 
mium of  $150.  Our  business  pays  $125  and  the  employee  pays  $25. 
In  percentages,  that  comes  out  to  our  business  pays  83  percent  of 
the  health  premium.  We  have  been  doing  this  for  6  years  now. 

Although  we  operate  on  relatively  small  margins,  we  are  a  for- 
profit  business  and  we  are  always  trying  to  find  new  ways  to  in- 
crease those  profit  margins.  Over  the  past  6  years,  we  have  been 
paying  that  substantial  part  of  our  employees'  health  insurance,  we 
have  seen  our  profit  margins  increase  every  year. 

Now  how  can  this  happen  that  we  can  increase  our  profits  by  in- 
creasing our  expenses?  I  can  give  you  an  answer  that  goes  far  be- 
yond the  narrow  dollar  accounting  done  by  small  businesses  who 
claim  that  mandated  universal  health  insurance  is  far  beyond  their 
means. 

In  the  book  business,  as  in  other  businesses,  our  most  successful 
tactic  for  increasing  sales  is  providing  superior  customer  service.  To 
deliver  that  high  quality  service,  we  must  have  employees  that  are 
healthy,  feel  good  about  their  work,  and  feel  that  they  are  treated 
fairly  and  decently  by  their  employers. 

As  a  result,  our  employee  turnover  is  very  low,  which  means  that 
we  do  not  have  to  spend  a  great  deal  of  money  on  new  employee 
training  and  our  employee  sick  leave  is  greatly  reduced.  Our  busi- 
ness has  grown  substantially  over  the  past  10  years  that  we  have 
been  in  operation.  We  think  one  reason  for  our  ability  to  gain  more 
customers  is  low  employee  turnover.  Our  staff  gets  to  know  the 
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customers;  they  get  to  know  the  books;  and  they  are,  therefore,  bet- 
ter at  all  that  they  do. 

I  would  like  to  say  more  about  the  curious  arithmetic  being  used 
by  those  who  oppose  employer-mandated  health  insurance.  One  of 
my  favorite  books  on  our  book  store  shelves  is  a  little  volume  called 
"How  to  Lie  with  Statistics".  As  I  followed  the  lobbying  efforts  de- 
picting the  horrendous  costs  of  universal  health  care,  I  have  been 
feeling  there  are  more  copies  of  this  book  being  circulated  around 
this  city  than  there  are  best  sellers. 

My  health  care  costs  are  horrendous,  even  more  so  than  those 
lobbyists  would  have  you  believe.  First,  I  have  to  pay  insurance 
rates  that  are  substantially  higher  than  I  would  have  to  pay  if  I 
had  access  to  a  large  purchasing  pool. 

If  an  employee  on  our  staff  would  develop  a  high  cost  disease,  we 
could  see  these  already  high  premiums  triple.  We  would  then  be 
faced  with  the  choice  of  dismissing  the  employee  whose  illness  had 
driven  up  our  costs  or  facing  what  would  then  be  truly 
unaffordable  health  insurance. 

Second,  I  am  paying  Federal  and  State  taxes,  huge  amounts  to- 
ward Medicare,  Medicaid,  social  security,  social  security  disability 
payments  which  could  in  some  part  be  prevented  if  the  recipients 
had  had  decent  and  affordable  medical  care  to  begin  with.  Here  in 
the  District,  my  taxes  are  subsidizing  one  of  the  worst  health  deliv- 
ery systems  in  the  Nation  where  millions  of  my  dollars  are  being 
spent  on  payments  to  emergency  rooms  who  are  now  providing  pri- 
mary care  for  the  uninsured. 

Another  common  argument  against  mandated  health  insurance 
is  that  it  is  an  unacceptable  government  intrusion  into  the  lives  of 
private  citizens.  I  wonder:  Would  those  opponents  favor  undoing 
that  health  insurance  we  have  all  been  paying  for  decades,  work- 
men's compensation?  Would  they  undo  the  mandated  employer  con- 
tribution to  social  security? 

I  am  not  a  lobbyist  nor  do  I  have  a  lobbyist  on  the  payroll.  My 
partner  and  I  work  long  enough  hours  and  we  do  not  have  time  to 
be  articulate  and  visible  24  hours-a-day  arguing  for  what  we  feel 
is  in  society's  interests  but  in  our  interests  as  well. 

We  feel  strongly  that  the  debate  on  health  insurance  has  been 
filled  with  misinformation  and  short-sightedness.  We  hope  this 
committee  will  support  a  bill  that  will  provide  employer-mandated 
universal  health  coverage. 

Thank  you. 

Chairman  LaFalce.  Thank  you  very  much,  Ms.  Meade,  for  your 
excellent  presentation. 

We  now  call  upon  the  spokesperson  for  the  Small  Business  Legis- 
lative Council. 

TESTIMONY  OF  JOHN  SATAGAJ,  SMALL  BUSDJESS 
LEGISLATIVE  COUNCIL 

Mr.  Satagaj.  Thank  you,  Mr.  Chairman,  Mrs.  Meyers. 

You  have  before  you  our  written  testimony  that  deals  primarily 
with  the  independent  contractor  issue  and  the  self-employment 
issue.  Let  me  just  make  one  comment  on  the  independent  contrac- 
tor issue. 
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That  is  that  we  are  fully  prepared  to  sit  down  with  the  Depart- 
ment of  Treasury,  the  IRS  and  come  up  with  a  legislative  solution 
that  we  all  agree  on  and  we  can  work  for.  The  Ways  and  Means 
Committee  bill,  the  Senate  Finance  Committee  has  language  that 
directs  the  Department  of  Treasury  before  1996  —  it  may  take  us 
until  1997  —  to  come  back  with  a  proposal  we  all  agree  on  and 
Congress  can  say,  "this  is  it,  let's  move  forward."  We  are  prepared 
to  do  that  in  good  faith,  have  been  prepared  to  do  it  in  good  faith. 
Let's  solve  the  independent  contractor  problem  that  way. 

Chairman  LaFalce.  Mr.  Satagaj,  I  don't  want  to  interrupt,  but 
is  this  true  whether  or  not  there  is  or  is  not  an  employer  mandate, 
we  need  to  solve  that  problem  regardless? 

Mr.  Satagaj.  We  have  testified  before  this  committee,  before 
other  committees  and  we  even  have  legislative  proposals.  Mr.  Sisi- 
sky  also  had  a  different  proposal;  but  yes.  Solve  the  problem.  We 
are  willing  to  solve  it.  But  it  cannot  be  the  IRS  unilaterally  saying 
this  is  the  problem.  It  has  to  be  Congress  saying,  "All  right,  these 
are  the  rules;  these  are  the  ones  we  will  follow." 

I  think  you  will  get  anybody  in  the  small  business  community, 
NFIB  —  SBLC  co-chaired  a  task  force  that  came  up  with  language. 
We  are  willing  to  do  it,  but  do  it  that  way.  This  was  the  wrong 
place  to  do  it.  The  proposal  they  put  in  there  was  the  wrong  pro- 
posal. 

I  am  thankful  Ways  and  Means  and  Finance  said,  "Forget  it, 
come  back,  let's  do  this  another  day."  We  are  in  agreement.  Let's 
move  forward.  Let's  solve  it  independent  of  health  care. 

I  am  afraid  after  16  years  in  Washington  I  violated  what  is  one 
of  the  rules  of  Washington.  We  applied  logic  to  health  care  reform, 
as  Mr.  Sisisky  said.  At  least  I  didn't  keep  a  diary,  I  didn't  violate 
that  rule. 

Mr.  Sisisky.  Lucky  you. 

Mr.  Satagaj.  We  have  been  involved  in  the  health  care  reform 
debate  since  1987.  In  1990  we  concluded  comprehensive  reform  was 
in  the  best  interests  of  small  business.  We  have  worked  toward 
that  goal  of  comprehensive  reform  since  1990.  To  cut  to  the  chase, 
this  is  where  we  are  today. 

It  is  our  conclusion,  whether  you  believe  we  should  do  nothing 
right  now,  whether  you  believe  we  should  have  an  incremental  bill 
now,  or  whether  you  believe  in  comprehensive  reform,  we  cannot, 
cannot,  support  the  Gephardt  bill.  Unfortunately,  I  think  you  have 
been  put  in  a  box  here.  That  is  just  awful.  I  would  hate  to  be  a 
Member  of  the  House  of  Representatives  at  this  time. 

We  oppose  the  Gephardt  bill.  It  is  simply  not  a  good  bill,  even 
if  you  believe  in  comprehensive  reform. 

As  to  incremental  reform,  we  having  agonized  over  the  issue  of 
incremental  reform.  There  is  nothing  in  an  incremental  bill  that  we 
do  not  support.  We  support  everything  that  is  in  an  incremental 
bill. 

The  problem  that  we  have  gone  over  in  our  minds  a  thousand 
times  is  if  you  do  not  provide  health  care  to  your  employees,  incre- 
mental is  probably  fine;  but  if  you  provide  health  care  to  your  em- 
ployees today,  we  just  cannot  see  how  you  can  impose  new  costs  on 
the  community  by  bringing  in  the  higher  actuarial  risks  you  will 
bring  in  without  an  offsetting  cost  reduction. 
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We  agree  100  percent  with  Mr,  Hefley  earlier  who  brought  this 
up  about  the  caps  on  litigation  and  tort  reform;  100  percent  for 
this.  The  problem  is  on  day  one,  if  you  pass  an  incremental  bill, 
you  get  the  opportunity  to  bring  in  all  the  higher  actuarial  risks. 
You  also  get  tort  reform  but  we  all  know  what  the  civil  justice  sys- 
tem is  about. 

We  know  when  those  things  are  going  to  have  an  affect  on  the 
system.  It  will  be  several  years  before  we  benefit  from  the  results. 
As  much  as  I  want  it,  as  much  as  I  believe  it  will  bring  down  costs, 
it  will  be  several  years  before  I  see  the  costs  brought  down  from 
that  kind  of  tort  reform.  At  the  same  time,  on  day  one,  when  we 
have  the  insurance  market  reforms,  we  are  going  to  bring  in  the 
higher  actuarial  costs. 

While  we  agree  with  all  of  it,  we  worry  about  all  those  businesses 
that  are  currently  part  of  the  insurance  pool.  What  is  going  to  hap- 
pen to  them?  Our  guess  is  the  insurance  companies  will  turn 
around,  which  I  think  you  are  learning  in  New  York,  and  will  say, 
"hey,  look,  you  guys  are  paying  the  premiums.  We,  the  insurance 
company,  are  not  going  to  absorb  the  cost.  The  small  businesses 
who  must  provide  coverage  are  going  to  get  hit." 

Chairman  LaFalce.  You  are  saying  that  that  is  the  problem 
with  incremental  reform? 

Mr.  Satagaj.  Yes.  That  is  the  problem  with  incremental  reform. 
As  much  as  we  would  like  to  be  in  favor  of  it,  and  we  agonized  over 
this  back  and  forth  a  thousand  times,  unless  it  moves  to  do  more 
on  costs,  we  cannot  go  with  it.  That  leaves  us  with  Senator  Mitch- 
ell's proposal  which  is  over  in  the  Senate;  and  all  I  can  tell  you  at 
this  point  is  we  are  still  evaluating  that  one. 

Before  the  two  Majority  Leaders  put  their  bills  forward,  we  had 
come  out 

Chairman  LaFalce.  Is  there  something  in  between  Senator 
Mitchell's  and  Congressman  Gephardt's? 

Mr.  Satagaj.  No.  To  tell  you  the  truth,  that  is  what  bothers  us 
most.  Mitchell  is  as  much  as  we  could  go,  maybe.  We  haven't  made 
the  conclusion  that  even  Mitchell  is  acceptable.  Between  Mitchell 
and  Gephardt  is  going  upwards  beyond  the  maximum. 

Before  Mitchell  even  put  his  bill  out  and  before  Gephardt  put  his 
bill  out,  we  said  we  are  with  the  centrists,  whoever  they  are.  We 
are  not  sure  about  who  they  are  in  the  House.  In  the  Senate  we 
know  more  about  who  they  are.  We  said  maybe  we  can  go  that  far. 
How  far  Mitchell's  bill  goes  beyond  the  centrists  approach  is  a 
question  at  the  moment. 

Mrs.  Meyers.  Does  that  mean  you  are  for  or  against  mandates? 

Mr.  Satagaj.  We  are  against  mandates.  I  can  give  you  a  good 
specific  answer  there.  We  want  to  get  comprehensive  reform.  That 
is  a  problem  with  incremental.  We  would  like  a  go-slow  bill.  That 
says  do  a  little  on  cost  control,  do  a  little  on  insurance,  do  a  little 
over  here. 

That  is  where  we  are  today. 

We  oppose  Gephardt;  would  love  to  endorse  incremental,  but  our 
concern  is  the  impact  on  businesses  that  do  provide  health  care,  we 
would  like  to  see  that  something  is  comprehensive. 

On  the  Mitchell  bill,  we  have  not  made  a  decision.  That  is  where 
we  are  today. 
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I  thank  you  for  the  opportunity  to  testify. 
Chairman  LaFalce.  Fair  enough.  Thank  you. 
Thank  you,  John, 

Mr.  SislSKY.  Now  you  have  me  confused. 
Mr.  Satagaj.  Then  I  have  done  my  job,  haven't  I? 
Chairman  LaFalce.  Our  next  witness  is  going  to  be  Mr.  Gary 
Sprague  of  the  Owner-Operators  Trucking  Association. 

TESTIMONY  OF  GARY  SPRAGUE,  OWNERS-OPERATORS 
INDEPENDENT  TRUCKING  ASSOCIATION 

Mr.  Sprague.  Mr.  Chairman,  members  of  the  committee,  I  am 
Gary  Sprague,  President  of  TG  Trucking  Company.  I  have  three 
trucks  and  run  a  five-State  area.  We  are  located  in  upstate  New 
York. 

Chairman  LaFalce.  Where  are  you  located? 

Mr.  Sprague.  In  Mexico,  New  York,  north  of  Syracuse. 

Chairman  LaFalce.  Never  heard  of  it. 

Mr.  Sprague.  A  little  south  of  Texas,  New  York. 

Chairman  LaFalce.  OK 

Mr.  Sprague.  I  am  also  a  Director  of  the  Owners-Operators  Inde- 
pendent Trucking  Association,  OOITA,  and  we  represent  over 
29,000  members  nationwide.  I  am  proud  that  my  association  joined 
the  Small  Business  Coalition  for  Health  Care  Reform. 

To  me  this  national  debate  we  are  having  on  health  care  reform 
is  not  about  politics,  it  is  about  survival.  My  employees  and  myself 
do  not  currently  have  health  care  coverage.  The  reason  we  do  not 
is  simple:  The  present  benefit  packages  available  to  my  employees 
and  myself  are  too  expensive  and  do  not  work. 

Health  care  coverage  that  is  available  to  me  today  would  cost  25 
percent  of  my  payroll.  With  workmen's  compensation  at  18  percent 
of  the  present  payroll,  and  personal  liability  insurance  at  5  percent 
of  gross  income,  it  is  plain  to  see  affordable  health  care  for  small 
business  adds  cost  to  my  business  that  I  cannot  bear. 

What  people  have  difficulty  understanding  is  that  if  my  health 
care  costs  were  7  percent  of  my  payroll,  as  predicted  under  the 
Clinton  plan,  I  would  be  able  to  create  a  new  job  tomorrow.  Health 
care  reform  is  a  dollars  and  cents  issue. 

Of  the  29,000  members  that  we  have  in  our  association,  over  45 
percent  do  not  have  health  care  of  any  kind.  Most  cannot  aflFord  it. 
Others  cannot  get  it.  An  independent  businessman  and  woman 
owners-operators  need  to  get  health  care  coverage  they  can  afford 
and  that  actually  pays  the  Dill. 

Also,  I  would  like  to  touch  base  on  a  personal  note.  That  is  one 
of  the  reasons  I  am  here.  Fourteen  years  ago  I  lost  my  wife,  my 
home,  and  my  business  to  a  preexisting  condition.  After  14  years, 
I  am  still  recovering  from  the  financial  disaster. 

At  that  time,  owing  to  my  wife's  illness,  my  insurance  company 
sent  me  a  check  for  all  the  premiums  I  had  paid  along  with  a  little 
note  that  said  good-bye.  They  claim  her  illness  was  preexisting.  I 
owed  $600,000.  My  wife  was  gone.  My  home  and  my  business  went 
along  the  way  to  pay  for  the  bills. 

The  insurance  company  —  not  just  my  insurance  company,  but 
a  lot  of  insurance  companies  just  want  to  duck  out  of  paying  those 
kind  of  bills.  Whether  you  pay  a  premium  or  you  do  not.  I  have  no 
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idea  why  they  want  to  do  this,  but  I  don't  think  that  anybody  sit- 
ting behind  a  desk  a  thousand  miles  from  me  or  a  hundred  miles 
from  me  should  make  a  decision  whether  or  not  my  livelihood 
should  go  down  the  drain. 

Today  the  insurance  carriers  say  at  1  day  or  3  days  into  an  ill- 
ness, sorry,  preexisting  disease  is  there  and  good-bye,  they  don't 
want  to  pay  the  premiums.  The  situation  I  encountered  is  not 
unique.  It  happens  all  the  time.  No  American  should  have  to  risk 
losing  all  they  have  worked  for  as  I  did  when  they  or  a  family 
member  develops  an  illness  and  has  to  go  to  a  doctor.  This  is  why 
I  followed  the  health  care  reform  debate  so  closely. 

I  find  now  Congress  is  leaning  toward  some  of  these  halfway  re- 
forms which  I  know  failed  in  New  York.  My  small  business  needs 
a  health  care  program  that  includes  universal  coverage.  I  cannot 
offer  health  care  coverage  to  my  employees  if  carriers  in  my  area 
do  not.  The  trucking  business  today  is  very  competitive. 

If  my  rates  include  health  care  costs  while  rates  of  other  carriers 
do  not,  I  am  at  a  disadvantage.  Quite  frankly,  I  will  not  survive. 
We  need  to  have  everyone  covered  and  we  need  it  now.  Not  in  the 
year  2000. 

The  trucking  industry  has  a  huge  turnover  of  employees.  I  be- 
lieve a  major  reason  in  the  industry  as  few  employees  that  offer 
health  care  coverage.  In  my  own  business  because  I  do  not  offer 
health  care,  I  cannot  keep  good  drivers.  They  go  with  larger  compa- 
nies or  they  go  to  other  industries  where  benefit  packages  offer 
health  care.  This  turnover  is  costly  for  me.  It  must  be  hugely  costly 
for  other  companies. 

Others  that  would  like  to  work  for  me  and  have  preexisting  con- 
ditions or  children  who  have  preexisting  conditions  just  cannot 
leave  their  work.  They  cannot  go  to  work  for  me  even  if  they  want 
to.  They  are  job-locked.  Many  of  the  members  of  OOIPA  operate  as 
sole  proprietors  and  independent  contractors. 

I  would  like  to  briefly  address  both  issues.  With  regards  to  sole 
proprietors,  I  am  pleased  to  see  the  Congress  appears  ready  to  cor- 
rect a  blatant  injustice  and  permit  100  percent  deduction  for  health 
care  costs.  This  has  long  been  the  case  for  costs  for  employees  and 
its  simply  not  fair  to  treat  self-employed  persons  differently. 

With  regard  to  employees  versus  independent  contractor  debate, 
this  is  a  long-standing  issue.  I  recognize  that  there  is  a  concern 
that  mandating  health  care  coverage  through  employers  may  cause 
some  attempt  to  reclassify  employees. 

The  Congress  should  not  act  until  the  evidence  is  in.  For  that 
reason,  our  association  believes  the  best  course  of  action  is  to  wait 
and  to  require  that  the  Department  of  Treasury  study  the  issue,  re- 
port back  to  Congress  in  2  years  as  to  the  extent  of  the  problem 
if  it  develops  and  how  to  fix  it. 

While  you  hear  a  lot  of  small  businesses  tell  you  that  they  cannot 
afford  health  coverage,  I  do  not  think  it  makes  any  difference 
whether  you  drive  a  truck,  sell  pizzas  or  computers,  health  care  is 
necessary  to  be  competitive  in  the  business  world  today. 

Whatever  health  care  bill  finally  becomes  law,  we  must  have  uni- 
versal coverage.  It  must  be  affordable;  and  it  must  be  portable. 

Thank  you. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Sprague. 
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Of  course,  I  am  sure  all  of  us  are  sad  at  what  happened  to  your 
wife,  your  family,  you.  There  is  nothing  we  can  do  or  say  about 
that,  but  there  is  something  we  can  do  to  prevent  future  such  oc- 
currences. I  hope  we  do  it. 

Our  next  witness  will  be  Mr.  Richard  Herring,  Chairman  of  the 
Legislative  Committee  of  National  Small  Business  United 

TESTIMONY  OF  RICHABD  HERRING,  CHAIRMAN,  LEGISLATIVE 
COMMITTEE,  NATIONAL  SMALL  BUSINESS  UNITED 

Mr.  Herring.  Mr.  Chairman,  Mrs.  Meyers,  members  of  the  com- 
mittee. 

Gary,  I  know  where  Mexico  is.  It  is  a  little  south  of  Fulton,  New 
York.  I  have  been  there. 

My  name  is  Richard  Herring.  I  run  the  Gloucester  Company  of 
Franklin,  Massachusetts.  Gloucester  Company  is  a  small  family 
owned  manufacturer  of  caulking  compounds  employing  41  employ- 
ees. In  New  England,  I  am  a  member  of  the  Smaller  Business  As- 
sociation of  New  England,  SBANE,  and  nationally  I  serve  as  Legis- 
lative Committee  chair  for  National  Small  Business  United.  We  at 
National  Small  Business  United  very  much  appreciate  the  oppor- 
tunity to  be  here. 

I  should  add  that  I  got  up  at  4  a.m  this  morning  to  get  down 
here.  I  will  paraphrase  the  testimony  but  would  ask  that  the  writ- 
ten testimony  in  its  entirety  be  entered  into  the  record. 

National  Small  Business  United  represents  over  65,000  small 
businesses  in  all  50  States.  Our  association  works  with  elected  and 
administrative  officials  in  Washington  to  improve  the  economic  ch- 
mate  for  small  business  and  growth  —  small  business  growth  and 
expansion.  We  have  always  worked  on  a  bipartisan  and  proactive 
basis. 

In  addition  to  individual  business  owners,  the  membership  of  our 
association  includes  local,  State,  and  regional  small  business  asso- 
ciations across  the  country.  For  the  last  4  years,  health  care  reform 
has  been  our  top  Federal  priority. 

This  committee  can  authorize  new  programs  at  the  Small  Busi- 
ness Administration  and  feel  that  it  has  done  great  things  for  the 
small  business  community,  but  if  the  funds  to  pay  for  these  pro- 

frams  are  not  approved  by  the  appropriations  process,  nothing 
appens.  The  concept  of  the  employer  mandate  suffers  from  the 
same  kind  of  disconnect.  Advocates  of  the  mandate  do  not  recognize 
the  meaninglessness  of  calling  for  a  massive  outlay  of  funds  when 
there  are  no  fiinds  to  outlay.  Nor  do  they  understand  that  there  are 
no  more  damaging  taxes  to  small  businesses  and  their  employees 
than  payroll  taxes. 

We  should  also  remember  that  payroll  taxes  mandated  premiums 
must  be  paid  whether  a  business  is  currently  profitable  or  not.  A 
highly  profitable  business  will  pay  the  same  as  one  struggling  to 
meet  payroll.  This,  we  feel,  is  perhaps  the  greatest  problem  posed 
by  employer  mandates.  It  is  the  complete  lack  of  flexibility. 

A  survey  of  the  small  business  community  sponsored  by  NSBU 
and  Arthur  Andersen's  Enterprise  Group  referenced  by  Erskine 
Bowles  earlier  shows  small  employers  rely  heavily  on  adjustments 
in  order  to  cope  with  health  care  cost  increases  which  averaged  14 
percent  in  the  last  year. 
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In  the  year  ending  June  of  1994,  small  business  owners  reported 
that  they  changed  insurance  companies,  changed  to  policies  with 
higher  deductibles,  switched  to  HMO,  or  PPO  plans,  mcreased  em- 
ployees' contributions,  changed  policies  with  higher  copayments 
and  reduced  the  covered  benefits.  I  should  add  our  company  did  all 
but  two  of  those  last  year. 

While  none  of  these  choices  is  pleasant,  they  represent  the  sac- 
rifices made  every  day  in  America's  small  businesses  to  keep  cov- 
erage available,  to  keep  people  employed,  and  keep  the  business 
open  and  productive.  Under  the  Gephardt-Clinton  plan,  small  busi- 
nesses and  their  employees  will  no  longer  have  the  option  of  pur- 
chasing less  expensive  insurance  in  bad  times,  even  if  the  business 
is  quickly  losing  money.  ..  «      u -v.     r      .i. 

Unfortunately,  the  major  remaining  areas  of  flexibility  tor  the 
business  will  be  wages  and  the  jobs  themselves.  This  problem  is 
one  more  reason  why  we  believe  that  the  health  care  mandate 
should  be  severed  in  the  workplace. 

The  Gephardt  plan  would  create  a  huge  Federal  program,  called 
Medicare  Part  C,  into  which  would  be  funneled  lower  income  Amer- 
icans and  employees  of  small  businesses.  Small  businesses  who 
choose  to  offer  private  insurance  would  also  be  required  to  offer  the 
Federal  Employee  Health  Benefit  Plan,  FEHBP.  Though  we  have 
not  seen  legislative  language,  it  would  appear  that  there  is  no  pro- 
vision to  encourage  the  formation  and  growth  of  private  competing 
purchasing  cooperatives.  There  appears  to  be  no  entity  which 
would  negotiate  on  behalf  of  small  businesses,  nor  are  there  any 
real  incentives  for  individuals  to  choose  lower  cost  plans.  By  for- 
going the  use  of  competitive  forces  at  the  purchasing  cooperative 
level,  the  Gephardt  proposal  is  missing  a  major  opportunity  to  save 
money  and  make  the  plan  more  economically  viable. 

Even  if  purchasing  cooperatives  were  allowed  to  exist,  the  Gep- 
hardt plan  insures  they  could  play  no  meaningful  role  in  keeping 
costs  down.  With  the  mandatory  offering  of  FEHBP  to  all  small 
business  employees,  a  small  business  purchasing  cooperative  would 
have  no  negotiating  clout  if  the  employees  participating  in  the  pool 
could  opt  out  at  any  time. 

But  of  even  greater  concern  to  us  is  the  absolute  community  rat- 
ing found  in  the  Gephardt  bill.  Such  a  rating  scheme  makes  any 
negotiation  on  the  part  of  a  purchasing  cooperative  impossible.  If 
a  cooperative  is  able  to  secure  lower  rates  for  its  members,  absolute 
community  rating  dictates  that  that  rated  must  be  offered  to  every- 
one, whether  in  a  cooperative  or  out. 

Such  a  requirement  obviously  nullifies  both  the  incentives  for  the 
carrier  to  offer  a  lower  rate  and  for  the  cooperatives  to  attempt  to 
negotiation  —  or  even  exist.  While  the  individual  cooperatives 
should  be  required  to  accept  any  small  business  that  vvishes  to  join, 
real  cost  containment  can  only  occur  if  each  cooperative  is  encour- 
aged to  negotiate  on  behalf  of  its  members,  and  only  its  members. 
Finally,  the  Gephardt  bill  creates  a  Medicare  Part  C,  the  Medi- 
care Part  C  program,  which  we  feel  will  draw  in  very  large  num- 
bers of  small  business  employees.  The  lower  reimbursement  rates 
of  Medicare  are  likely  to  make  this  program  financially  attractive 
to  small  business  owners  initially  and  there  could  be  a  massive 
shift  of  individuals  from  private  coverage  to  a  government  program. 
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but  such  a  massive  shift,  however,  the  lower  Medicare  reimburse- 
ment rates  will  become  unsustainable  and  the  program  could  es- 
sentially collapse. 

But  the  existence  of  the  program  will  have  seriously  impaired  the 
ability  of  a  strong  private  small  group  market  to  have  evolved. 

All  of  these  elements  conspire  to  further  balkanize  the  small  em- 
ployer market  and  ensure  they  will  never  be  able  to  collectively  or- 
ganize on  a  local  level  to  drive  cost  containment  and  keep  the  pro- 
viders of  carriers  in  check. 

We  believe  that  private  competing  health  alliances  are  essential 
for  maximizing  competitive  forces  for  cost  containment.  Competing 
cooperatives  will  have  strong  incentives  to  negotiate  tough  deals 
with  providers,  not  just  insurers,  in  order  to  attract  members. 

In  areas  where  the  market  cannot  sustain  multiple  cooperatives, 
they  will  not  exist  thereby  maintaining  the  efficiencies  of  larger 
pools.  Multiple  cooperatives  represent  an  important  component  for 
maximizing  the  cost  containment  potential  of  managed  competition, 
while  providing  the  kind  of  real  cost  containment  the  system  needs. 

Competing  purchasing  cooperatives  can  be  structured  to  avoid 
risk  selection  problems  at  least  as  well  as  any  other  type  of  system. 
Competing  purchasing  cooperatives  provide  small  businesses  with 
empowerment  in  the  system,  room  to  maneuver  without  being 
locked  in  and  a  role  in  keeping  costs  down  system-wide.  We  think 
the  issue  of  competing  purchasing  cooperatives  is  one  of  the  key 
unsung  small  business  issues  in  this  debate. 

The  National  Small  Business  United  has  sought  fundamental  re- 
form of  the  health  care  system  for  many  years  and  we  believe  that 
such  a  reform  is  critical  to  long-term  survival  and  growth  of  small 
business.  But  the  new  system  must  make  economic  sense  and  it 
must  take  unique  needs  of  individuals  into  account  while  educating 
the  individuals  who  use  the  health  care  system.  As  you  might 
guess,  there  are  many  other  comments  on  other  aspects  of  health 
care  reform  and  many  plans  that  are  out  there. 

Any  further  input  we  might  be  able  to  provide  to  the  committee, 
we  would  be  pleased  to  do  so. 

[Mr.  Herring's  statement  may  be  found  in  the  appendix.] 

Chairman  I^Falce.  Thank  you,  Mr.  Herring. 

Our  next  witness  is  Mr.  Tom  Giessel,  vice  president  of  the  Kan- 
sas Farmers  Union. 

Mrs.  Meyers.  Mr.  Chairman,  I  would  like  to  welcome  my  col- 
league from  Kansas.  I  am  very  glad  to  have  him  here. 

TESTIMONY  OF  TOM  GIESSEL,  VICE  PRESIDENT,  KANSAS 
FARMERS  UNION 

Mr.  Giessel.  Thank  you.  Representative  Meyers.  It  is  my  pleas- 
ure. I  think  you  have  a  copy  of  my  statement. 

I  would  like  that  entered  into  the  record. 

As  you  said,  I  am  Vice  President  of  the  Kansas  Farmers  Union 
and  a  member  of  the  Small  Business  Coalition  for  Health  Care  Re- 
form. 

As  a  matter  of  fact,  I  am  a  member  of  my  local  Chamber  of  Com- 
merce in  Pawnee  County. 

Many  small  farmers  or  small  businesses  and  farms  do  support 
reform.  I  would  like  to  speak  briefly  on  the  problems  we  are  experi- 
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encing  in  rural  America.  I  boiled  it  down  to  two.  First  is  afford- 
ability;  second  is  access. 

My  brother  and  I  farm  in  partnership.  Our  last  premium,  we  just 
had  a  premium  raise.  Now  it  is  a  little  over  a  $1,000  for  both  of 
us  a  month  for  our  premium.  We  both  have  healthy  families  and 
we  are  pretty  fortunate  in  that  fact  because  I  have  neighbors  pay- 
ing over  a  $1,000  a  family  instead  of  $500  a  family. 

I  would  like  to  show  you  a  chart  I  put  together  concerning  health 
care  costs.  It  is  behind  me  here.  It  shows  I  researched  bacK  to  my 
father  in  1964,  a  family  of  six;  it  took  355  bushels  of  wheat  to  cover 
our  premium  and  out-of-pocket  expenses.  In  1982,  my  wife  and  I 
had  one  child  at  that  time,  it  took  678  bushels  of  wheat  to  cover 
the  health  care  costs.  In  1993,  my  family  is  now  three  children,  my 
wife,  myself,  it  took  3,630  bushel  of  wheat.  You  are  talking  gross 
dollars  not  profit  off  the  wheat.  To  give  you  an  idea  how  much 
wheat  that  is,  that  is  enough  to  make  a  quarter  million  loaves  of 
bread.  That  is  a  lot  of  bread. 

You  see  what  health  care  costs  with  a  family  that  is  perfectly 
healthy,  is  healthy  as  can  be  expected,  are  up  against.  I  might  just 
relate  that  to  one  other  area. 

My  brother  and  I  are  buying  farm  land,  about  300  acres.  It  is 
real  close  to  what  our  monthly  payments  would  calculate  out  to 
what  my  health  care  cost  is.  So,  I  hope  that  my  health  care  costs 
don't  keep  increasing  to  where  I  have  to  make  a  decision  to 
downsize  my  farm,  get  rid  of  the  land  I  am  buying  or  maintain 
health  care. 

Access  is  another  area  I  would  like  to  touch  on.  In  Pawnee  coun- 
ty, Kansas  as  of  a  few  months  ago,  with  a  population  of  7,500,  we 
had  four  doctors.  We  are  now,  within  a  few  weeks,  down  to  one  doc- 
tor. He  is  62-years-old.  I  am  sure  he  probably  is  looking  at  retire- 
ment awfully  hard.  We  have  been  trying  to  recruit  doctors  for 
years,  like  any  other  small  community. 

It  is  a  different  result  in  rural  areas.  Our  local  area,  emergency 
—  hospital,  emergency  room  is  paying  $11,000  a  month  to  have 
doctors  come  in  and  staff  the  emergency  room  so  we  can  have  one 
open.  When  these  other  doctors  leave,  it  will  be  $19,000  a  month. 
The  hospital  is  run  by  Dominican  Sisters.  This  isn't  going  to  go  on 
forever. 

In  fact,  our  services  have  been  cut.  We  no  longer  have  a  baby  de- 
livered in  our  county.  You  have  to  go  to  the  neighboring  county.  We 
are  talking  about  trying  to  raise  tax  dollars  to  mix  that  with  the 
private  end  of  the  hospital  which  is  very  difficult.  The  other  option 
is  talking  about  closing  our  emergency  room  so  we  will  not  have 
an  emergency  room  available  in  our  county. 

So,  the  idea  of  universal  access  to  insurance  may  prove  immate- 
rial if  you  do  not  have  a  facility  or  doctors  available.  That  is  our 
concern.  Part  of  the  problem  in  our  area  is  that  over  two-thirds  of 
the  business  in  our  hospital,  ours  and  Barton  County  which  is  to- 
gether, two-thirds  is  Medicare  and  Medicaid,  which  you  understand 
the  reimbursement  problems.  They  told  me  over  there,  I  visited 
with  them,  it  is  cost  shifting,  just  telling  me  that  I  am  the  one  that 
is  going  to  pay  because  at  this  point  I  am  still  paying  my  premium. 

Chairman  LaFalce.  What  did  you  say  your  premium  was;  $1,000 
a  month? 
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Mr.  GlESSEL.  For  two  families;  $510  and  some-odd-cents.  Every 
penny  I  pay  comes  out  of  the  ground.  That  is  where  I  get  my  in- 
come. It  is  out  of  the  ground.  That  doesn't  always  work.  You  hope 
it  does.  So,  that  is  where  we  are  at.  I  find  it  interesting.  I  would 
like  to  make  quick  parallel  as  a  farmer. 

I  think  in  this  country,  we  do  a  wonderful  job  in  providing  food 
and  fiber  for  the  people.  We  have  a  government  policy  that  really 
makes  sure  everybody  eats.  We  have  a  few  people  starve  to  death 
but  not  too  many.  We  have  a  food  stamp  program. 

Basically,  I  think  we  have  a  cheap  food  policy;  but  I  think  along 
with  being  able  to  eat,  I  think  people  ought  to  have  health  care 
available.  Those  are  two  things  I  think  this  country  can  afford.  I 
think  this  country  can  do.  I  think  it  is  mandatory  that  we  do  some- 
thing about  it. 

But  for  some  reason  our  health  care  is  getting  to  be  real  elitist. 
We  have  walls  out  there.  People  held  hostage  to  jobs.  People  who 
cannot  get  into  jobs.  We  are  doing  all  kinds  of  strange  things.  As 
a  matter  of  government  policy,  I  think  somewhere  in  the  middle  be- 
tween this  health  care  and  food  and  fiber  policy,  that  is  something 
we  can  do. 

I  hope  we  can  really  address  this  and  look  at  it  closer.  I  think 
health  care  is  a  little  bit  easier  for  people  to  put  off  because  if 
somebody  goes  without  food  for  a  dav,  you  start  to  see  —  it  bothers 
you.  If  somebody  doesn't  have  health  care,  as  long  as  they  are  not 
sick,  no  big  deal.  If  they  are  sick  a  week,  a  month,  a  day.  I  think 
somewhere  in  the  middle  we  can  do  something. 

I  guess  in  conclusion,  I  would  say  Nero  fiddled  around  while 
Rome  was  burning.  I  hope  we  can  put  down  the  fiddle  before  the 
smoke  gets  too  thick  and  do  something  about  health  care  in  this 
country. 

I  thank  you  for  your  time  and  consideration. 

Chairman  LaFalce.  Thank  very  much  for  the  Kansas  perspec- 
tive, Mr.  Giessel. 

Our  next  witness  will  be  Mr.  Bennie  Thayer,  president  and  CEO 
of  the  National  Association  for  the  Self-Employed. 

TESTIMONY  OF  BENNIE  L.  THAYER,  PRESIDENT  AND  CEO, 
NATIONAL  ASSOCIATION  FOR  THE  SELF-EMPLOYED 

Mr.  Thayer.  Thank  you  so  much,  Mr.  Chairman.  Representative 
Meyers,  other  Members.  I  thank  you  for  allowing  me  to  be  a  part 
of  this  forum  today. 

I  am  here,  Bennie  Thayer,  representing  more  than  320,000  small 
business  persons  across  the  Nation  who  belong  to  the  National  As- 
sociation for  the  Self-Employed. 

I  am  also  a  member  of  Mr.  Satagaj's  board,  so  I  would  say  to  you 
Mrs.  Meyers,  Mr.  Chairman,  I  will  be  in  Palm  Springs  to  welcome 

We  are  very  pleased  the  independent  contractor  provision  is  not 
likely  to  be  a  part  of  the  health  care  reform  initiatives  that  are 
presently  being  presented  on  both  sides.  We  believe  that  this  par- 
ticular issue,  as  has  been  stated  before,  should  be  absolutely  stud- 
ied as  a  separate  issue. 

Those  of  my  members  —  again,  I  would  say  we  represent 
microbusinesses,  the  smallest  of  small  business,  so,  therefore,  we 
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would  be  most  impacted  by  how  this  issue  might  eventually  be  re- 
solved here  on  the  Hill  and  we  would  say  this  to  you  relative  to 
it:  As  it  was  included  in  the  Health  Security  Act  by  the  Clinton  ad- 
ministration —  there  was  a  provision  that  granted  authority  to  the 
IRS  to  issue  regulations  as  to  who  is  an  independent  contractor  in 
order  to  prevent  —  as  the  administration  believes  —  the 
misclassification  of  workers  by  business  or  persons  seeking  to  mini- 
mize payment  under  the  administration's  initiative. 

The  NASE  believes  that  absolute  authority  should  not  be  granted 
to  the  IRS  to  determine  the  classification  of  workers  because  \ve 
strongly  believe  that  that  is  akin  to,  if  you  will,  putting  the  fox  in 
charge  of  the  hen  house.  We  would  certainly  make  ourselves  avail- 
able, just  as  Mr.  Satagaj  has  alluded  to,  to  give  you  input  relative 
from  our  members  relative  to  this  particular  issue  as  you  hopefully 
will  take  it  up  as  a  separate  agenda  item. 

Let  me  say  on  health  care  reform,  we  are  absolutely  opposed  to 
a  mandate.  We  have  been  unequivocally  stating  that  from  the  out- 
set. I  would  say  in  terms  of  that,  I  am  very  sorry  that  Representa- 
tive Clayton  left  earlier,  because  it  seems  that  those  of  us  who  do 
operate  businesses  that  are  microbusinesses  might  be  opted  out  of 
any  mandate  if  the  mandate  were  to  survive  and  we  hope  that  it 
would  not. 

But  she  alluded  to  the  fact  that  if  the  micro  businesses  are  in- 
deed left  out,  that  there  will  be  a  subsidy  coming  forth  to  assist  us. 
Mr.  Chairman,  I  respectfully  submit  to  all  of  you  that  I  have  oper- 
ated a  small  business  all  of  my  life,  and  I  still  operate  small  busi- 
nesses, who  —  and  both  of  those  businesses  employ  less  than  10 
employees. 

I  have  offered  my  employees  insurance.  We  pay  100  percent  and 
I  am  glad  to  say.  But  both  of  those  businesses  also  hire  employees, 
we  hire  people  seasonally,  because  of  the  nature  of  the  businesses 
that  we  operate.  I  would  say  to  you  that  mv  concern  about  any  sub- 
sidy is  simply  this.  One  is  that  I  just  have  a  problem,  period, 
against  subsidies  as  an  American  businessperson.  I've  always  —  I 
am  a  very  proud  businessperson,  and  I  would  like  to  think  that  you 
would  offer  me  an  incentive  as  opposed  to  a  subsidy  to  indeed  play 
and  continue  to  play  in  the  game  as  I  am. 

The  second  thing  that  I  would  say  to  you  is  simply  this. 

Chairman  LaFalce.  Sometimes  it  is  difficult  to  distinguish  be- 
tween an  independent  contractor  and  employee.  It  is  difficult  to 
distinguish  between  a  financial  incentive  and  a  subsidy. 

Mr.  Thayer.  Well,  it  absolutely  is.  But  I  will  say  this  to  you,  Mr. 
Chairman,  certainly  if  we  could  get  some  equity  in  terms  of  the  re- 
lief of  the  tax  deduction,  which  we  have  talked  about  fi-om  the  very 
outset. 

I  recall  when  Mr.  Clinton  called  his  economic  summit  when  he 
was  then  President-elect,  we  took  that  issue  to  that  summit  and  we 
said  that  we  needed  equity  and  relief  of  a  100  percent  tax  deduc- 
tion for  health  insurance  premiums  paid  by  the  self-employed.  We 
have  continually  talked  about  that  throughout,  and  even  though 
every  sector  of  government  has  said,  yes,  seemingly  we  should  have 
that,  we  still  find  that  the  self-employed  and  small  business  people 
are  indeed  being  held  hostage  somewhat  in  all  of  the  bills  coming 
forth  relative  to  this  100  percent  tax  deduction  issue.  We  would  im- 
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plore  that  that  not  only  stay  in,  but  that  it  stay  in  at  the  absolute 
maximum  level  of  100  percent  tax  deduction,  deductibility,  if  we 
could  possibly  get  it. 

I  would  allude  to  this  one  other  item  as  in  brevity,  if  I  can.  We 
talk  about  the  15  percent  of  Americans  that  are  uninsured,  and  we 
somehow  negate  sometimes  to  talk  about  that  85  percent  that  are 
insured.  I'm  not  going  to  get  back  into  Hawaii,  I'm  not  going  to  get 
back  into  all  of  that  that's  been  alluded  to  relative  to  whether  or 
not  95  percent  is  universal  coverage  or  not. 

I  was  elated  to  see  that  the  President  in  front  of  the  Washington 
Post  this  morning  seems  to  have  now  assumed  that  95  percent  is 
acceptable  to  the  administration.  If  that  is  the  case,  we're  talking 
about  a  difference  of  10  percent  of  Americans  that's  uninsured.  If 
that  is  the  case,  and  the  NASE,  we're  saying  somewhat  akin  to 
what  has  been  represented  by  my  friend  here,  Mr.  Satagaj,  we 
could  endorse,  indeed,  incremental  reforms  that  are  acceptable  to 
everyone  if  we  get  very  serious,  and  I  mean  very  serious,  about  cost 
containment. 

Certainly  I  think  and  we  believe  within  the  NASE  that  if  that 
happens  we're  talking  about  raising  that  85  percent  of  Americans 
to  certainly  somewhere  close  to  that  95  percent  that  we've  been 
talking  about. 

I  thank  you  so  much  for  listening  to  me  and  I've  certainly,  as  I 
said  at  the  outset,  submitted  lengthier  remarks  for  inclusion  in 
your  record  and  it's  my  pleasure,  here. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Thayer. 

[Mr.  Thayer's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  Mr.  Ronald  Waldheger, 
chairman  of  the  Health  Care  Task  Force  of  the  Small  Business 
Council  of  America. 

Mr.  Waldheger,  welcome  to  the  committee. 

TESTIMONY  OF  RONALD  J.  WALDHEGER,  HEALTH  CARE  TASK 
FORCE,  SMALL  BUSINESS  COUNCIL  OF  AMERICA 

Mr.  Waldheger.  Thank  you,  Mr.  Chairman.  Thank  you,  Mrs. 
Meyers,  and  thank  you  to  the  committee. 

I'd  like  to  begin  by  saying  it's  a  pleasure  to  follow  you,  Mr. 
Thayer.  You  made  it  much  easier  for  me  to  fit  my  comments  in  5 
minutes,  because  I  would  think  the  Small  Business  Council  of 
America,  the  SBCA,  it's  not  the  SBA,  the  SBCA,  100  percent  is  in 
accord  with  the  statement  you  just  heard. 

I  think  I  have  another  privilege  and  that  is  that  I  am  going  after 
a  lot  of  other  speakers  and  I  would  like  to  enter  my  statement  into 
the  record  in  its  entirety  with  your  leave,  but  I'd  like  to  play  off 
some  of  the  other  comments  and  see  if  I  could  assist  the  committee 
in  some  way  in  showing  possible  compromises. 

First  off,  I'm  from  Cleveland.  Very  familiar  with  COSE.  My  own 
business  is  a  member  of  COSE.  I  would  disagree  with  Mr.  Bowles 
as  to  why  COSE  is  successful.  It  has  nothing  to  do  with  being  in 
business  for  18  years.  It  has  to  do  with  packaging  services,  not  just 
health  care,  that  are  interesting  to  small  business.  I  think  the 
record  should  be  straight  on  that,  because  when  small  business 
uniformly  supports  voluntary  coalitions,  they  do  work,  they  are  not 
the  government,  and  they  are  not  a  big  entitlement  program. 
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I  also  would  like  to  say  that  personally  I  was  involved  as  an  at- 
torney, I've  been  an  attorney  in  health  care  for  18  years.  What  I 
do  is  put  together  health  plan  contracts  between  providers  and 
small  businesses.  The  continual  statements  that  everything  we 
have  done  has  failed,  is  clearly  not  the  case. 

In  the  last  several  years,  the  largest  problem  facing  those  that 
are  trying  to  put  together  alternative  cost  control  health  plans,  has 
been  specifically  the  politicizing  of  this  issue.  Let  me  give  you  an 
example.  Point-of-service  plans  as  a  method  of  solving  some  of 
these  dilemmas  wherein  an  employer  can  get  a  cheaper  premium 
and  allow  his  employees  to  access  either  an  HMO,  a  PPO,  or  an 
indemnity  plan,  depending  on  which  level  of  care  he  seeks,  thereby 
putting  individual  responsibility  on  the  employee  while  bearing  the 
cost  at  the  employer  level,  has  frozen  solid  while  this  body  debates. 
I  would  like  to  agree  with  a  prior  comment  that  says  the  level  of 
education  on  this  issue  for  people,  I  believe  I  can  count  myself  in 
that  number,  that  have  to  work  in  this  area,  is  deplorable.  It  has 
been  a  politicized  issue.  Our  organization  is  nonpolitical.  This  has 
been  politicized  incredibly.  Let  me  give  you  one  example. 

We  talk  about  85  percent  of  Americans  being  covered  and  we  lis- 
tened for  4  hours  this  morning  about  how  if  we  don't  have  everyone 
covered,  there  will  be  too  much  risk  shifting.  Let  me  again  support 
Mr.  Thayer  and  say  95  percent  is  dam  close  in  government  work 
to  100  percent.  If  we  could  get  10  percent  more  covered  by  private 
insurance,  we  would  have  enough  risk  sharing  to  take  into  account 
the  preexisting  condition  problem  that  is  truly  there. 

It  is  true,  that  if  you  eliminate  preexisting  conditions  in  one 
small  area,  you  will  have  more  sick  people  covered.  That  is  true. 
But  if  as  a  country  we  believe  that  that  is  an  inappropriate  policy, 
that  cost  we  have  to  bear.  That  cost,  if  we  were  to  amend  insurance 
and  say  you  had  to  include  people  with  preexisting  conditions,  that 
cost  we  have  to  bear.  We  do  not  have  to  bear  the  cost  of  federaliz- 
ing 100  million  Americans  in  health  care  to  do  that. 

Let  me  summarize  that  point.  I  think  it's  the  most  important.  It 
is  being  hidden  in  these  discussions  about  Medicare  Part  C  and 
other  ways  to  federalize  this  into  a  big  program.  I  find  it  remark- 
able that  to  save  cost,  we're  talking  about  federalizing.  That,  no 
small  businessman  will  ever  approve  of. 

What  I'm  talking  about  is  when  we  do  risk  pool,  when  we  do 
bring  more  people  into  the  system,  into  the  private  system,  there 
are  mechanisms  such  as  the  Cleveland  experience  with  COSE  to 
bring  those  risk  pools  together  with  providers  to,  to  link  them  with 
providers  in  a  contract  setup,  and  save  the  cost. 

Second,  on  negotiations,  the  negotiations  between  providers  and 
businesses  have  not  occurred  on  a  regular  basis,  as  many  people 
point  out.  Small  business  has  been  disadvantaged.  That  is  not  be- 
cause the  insurance  industry  is  evil  and  it's  not  because  the  provid- 
ers are  greedy.  It's  been  because  there  haven't  been  sponsored  ef- 
forts to  make  the  laws  allowing  coalitions  of  employers  and  provid- 
ers legal.  I  represent  many  of  them  and  most  of  their  time  is  spent 
trying  to  argue  about  very  vague  fraud  and  abuse  rules,  very  vague 
antitrust  rules,  almost  incomprehensible  State-to-State  insurance 
rules. 
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So,  in  conclusion,  I  would  give  a  three  point  plan.  Number  one, 
incremental  reform  that  gets  us  from  85  percent  to  95  percent  is 
absolutely  appropriate.  Every  small  business  takes  a  few  steps  at 
a  time.  It  is  not  abandoning  our  uninsured  or  saying  we  don't  care. 
I  think  85  percent  of  our  association's  members  cover  their  employ- 
ees, by  the  way. 

Second,  neither  a  mandate  nor  Medicare  Part  C  nor  subsidies 
nor  any  other  way  to  federalize  is  going  to  be  acceptable  to  small 
business.  The  private  system  works  to  this  extent.  Let's  take  the 
cost  of  eliminating  preexisting  conditions  and  portability  limita- 
tions and  let's  face  that  cost  as  a  country  and  see  what  it  costs  and 
pay  for  it. 

Third,  I  am  appalled,  and  I  think  my  membership  is,  that  in  the 
last  several  weeks  before  a  congressional  election,  14  percent  of  our 
economy  and  the  health  care  of  millions  of  people  are  being  debated 
in  a  political  fashion  as  if,  if  we  don't  take  14  percent  and  national- 
ize it,  we  are  not  in  favor  of  health  care. 

That  is  wrong.  We  are  in  favor  of  health  care  reform  and  we  hope 
that  Congress  will  take  a  responsible  step  short  of  federalizing. 
There  will  be  Congresses  in  2  years,  4  years,  and  6  years  to  make 
the  rest  of  the  reform.  Thank  you. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Waldheger. 

[Mr.  Waldheger's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  and  I  hope  they  interpret 
this  as  this  committee  saving  the  best  to  last. 

Ms.  Kreuzberg.  We  would  find  out. 

Chairman  LaFalce.  Can't  think  of  any  place  that  I  would  rather 
be  than  a  restaurant,  unfortunately,  Ms.  Paula  Kreuzberg. 

Ms.  Kreuzberg.  Kj-euzberg. 

TESTIMONY  OF  PAULA  KREUZBERG,  MRS.  K'S  TOLL  HOUSE, 
ON  BEHALF  OF  THE  NATIONAL  RESTAURANT  ASSOCIATION 

Ms.  Kreuzberg.  Thank  you.  My  name  is  Paula  Kreuzberg,  and 
my  family  and  I  operate  a  restaurant  called  Mrs.  K's  Toll  House 
in  Silver  Spring.  I  am  pleased  to  present  this  testimony  on  behalf 
of  myself  and  the  National  Restaurant  Association. 

I  appreciate  this  opportunity  to  voice  my  fears  about  some  of  the 
proposals  Congress  is  currently  considering  to  reform  health  care. 
I'm  particularly  concerned  about  placing  the  burden  of  paying  for 
these  reforms  on  the  shoulders  of  America's  businesses  in  the  form 
of  a  major  new  tax  or  employer  mandate.  I'm  quite  confident  that 
the  vast  majority  of  my  fellow  restaurateurs  are  similarly  alarmed. 

Please  don't  get  me  wrong.  I  am  concerned  about  the  rising  cost 
of  health  care  and  the  fact  that  Americans  do  not  have  access  to 
health  care.  But  any  reform  that  would  be  underwritten  by  a  major 
new  tax  on  businesses  like  mine  would  do  morf:  harm  than  good 
to  our  businesses  and  our  employees. 

As  I  mentioned,  my  family  operates  a  restaurant  just  about  15 
miles  from  here.  We've  been  in  business  since  my  great  grand- 
parents opened  it  in  1927  here  in  Washington,  DC.  In  1930,  we 
moved  to  our  current  location  and  we  have  operated  ever  since. 

We're  a  fine  restaurant  with  41  tables.  We  have  46  employees, 
15  of  them  are  full-time.  My  restaurant  is  a  family  business  and 
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like  many  small  business  operations,  we  consider  many  of  our  em- 
ployees to  be  a  part  of  our  extended  family. 

We  have  one  woman  who  retired  5  years  ago  that  came  with  us 
from  our  original  location  in  K  Street  and  had  worked  with  us  for 
62  years.  The  woman  that  runs  my  kitchen  during  the  day  has 
been  with  us  for  over  50  years.  I  have  several  people  who  have 
been  with  us  for  over  25  years.  As  you  can  imagine,  we  care  about 
these  people  deeply.  We  care  equally  about  our  other  employees, 
too:  The  students  who  are  working  their  way  through  school;  the 
single  parent  who  must  operate  around  their  child's  schedule;  the 
people  who  work  with  us  as  a  second  job  just  to  make  ends  meet; 
and  the  immigrants  who  are  working  their  first  job  in  the  United 
States. 

We  are  a  very,  very  labor-intensive  industry.  In  Maryland,  each 
food  service  employee  generates  only  $47,300  in  gross  income  for 
each  store.  If  employer  mandates  are  enacted  into  law,  their  lives 
and  perhaps  their  livelihoods  will  be  severely  affected.  If  employee 
mandates  are  enacted  into  law,  I  will  be  sorely  tempted,  if  not 
forced,  to  close  my  doors  for  good.  I  am  hopeful  that  the  Members 
of  Congress  will  realize  that  this  is  no  false  alarm. 

It  is  easy  for  the  Government  to  look  to  businesses  to  shoulder 
the  burdens  of  a  bad  economy.  Restaurants  are  very  familiar  with 
this.  During  the  recession  of  the  early  1990's,  when  many  res- 
taurateurs scrambled  just  to  stay  solvent,  the  Government  raised 
our  licensing  fees,  we  were  hit  with  a  surtax  on  our  utility  bills, 
both  State  and  local,  we  lost  a  long-time  exemption  on  our  gas  bills. 
Congress  lowered  the  business  meal  deduction  to  50  percent  and  as 
we  tried  to  absorb  these  changes,  the  State  of  Maryland  passed  a 
2,200  percent  increase  in  our  unemployment  tax. 

What  some  legislators  don't  get  is  that  the  restaurant  business 
is  among  the  most  competitive  industries  in  America  and  as  a  con- 
sequence we  operate  under  the  narrowest  possible  margins.  Take 
my  State,  for  example.  In  1993,  the  profit  margin  for  an  average 
Maryland  restaurant  was  half  of  a  percent.  That  means,  for  exam- 
ple, that  if  a  restaurant  grosses  $750,000  in  sales,  they  would  end 
up  with  a  whopping  $3,750  in  profit.  That  does  not  buy  much 
health  care. 

Our  profit  margin  in  Maryland  is  low.  We  are  one  of  the  last 
States  to  come  out  of  the  recession  and  I'm  still  wondering  whether 
we're  out  of  it  or  not.  But  profit  margins  for  the  national  res- 
taurant industry  nationwide  are  extremely  narrow  as  well.  Na- 
tional Restaurant  Association  data  shows  that  the  average  res- 
taurant's profit  was  between  3  and  5  percent  of  sales.  That's  why 
it  is  so  frustrating  to  hear  the  First  Lady  proclaim  last  year  that 
the  Government  cannot  be  responsible  for  every  undercapitalized 
business  in  the  United  States.  How  many  businesses  start  over- 
capitalized? 

Many  people  suggest  that  to  pay  for  health  care,  well,  we'll  just 
have  to  bump  up  our  prices.  I'm  no  economist,  but  to  suggest  that 
we  can  arbitrarily  increase  our  prices  to  finance  a  new  Government 
program  defies  the  law  of  supply  and  demand.  As  well  as  the  law 
of  common  sense.  If  the  market  could  absorb  a  price  increase,  we 
already  would  have  raised  our  prices.  That's  what  market  equi- 
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librium  is  all  about.  We  don't  live  with  such  a  narrow  profit  margin 
merely  because  we  want  to.  We  are  not  a  nonprofit  organization. 

In  this  recent  recession,  many  restaurateurs  had  to  put  their 
own  money  back  into  the  business  to  try  to  weather  the  economic 
downturn.  Thev  wanted  to  keep  their  business  solvent  in  hope  for 
better  times  anead,  but  it  makes  no  economic  sense  for  them  to 
personally  contribute  money  to  the  business  to  pay  for  health  in- 
surance. They  will  just  close  instead.  Closing  your  doors  isn't  the 
only  response,  of  course.  As  you  know,  many  of  us  in  the  res- 
taurant industry  would  have  to  cut  back  on  jobs  to  cut  our  labor 
costs. 

Mr.  Chairman,  I  have  just  a  few  other  observations.  The  first  is 
as  a  businessperson,  I  insist  on  knowing  what  I'm  buying  before  I 
make  a  purchase.  I  demand  to  know  what  it  costs.  To  do  otherwise 
would  be  irresponsible.  But  that's  exactly  what  we're  being  asked 
to  do  with  these  health  care  proposals.  I  don't  believe  these  reform- 
ers have  any  idea  what  the  actual  cost  of  this  program  will  be.  Yet 
they  all  seem  certain  that  I  can  afford  it. 

With  all  due  respect,  I  suggest  that  those  people  who  project  the 
costs  of  these  programs  don't  have  a  very  good  track  record.  All  you 
have  to  do  is  look  at  the  wildly  erroneous  projections  of  social  secu- 
rity. Medicare  and  Medicaid. 

Take  social  security.  In  1936,  when  the  program  first  got  under 
way.  Congress  promised,  and  I  quote,  that  the  most  you  will  ever 
pay  will  be  3  cents  on  each  dollar  earned,  up  to  $3,000  of  wage. 
Well,  now  we're  paying  6.2  cents  on  the  dollar  on  wages  up  to 
60,600.  We're  paying  another  1.45  cents  on  the  dollar  for  Medicare 
on  all  wages  earned.  You  can  see  why  I  don't  trust  the  projections 
of  this  health  care  program  reform. 

Mr.  Chairman,  I've  oeen  around  the  restaurant  industry  all  my 
life.  I  love  the  business  and  I  care  deeply  for  the  people  who  work 
with  us,  particularly  those  who  have  invested  their  lives  to  work 
with  us.  In  a  lot  of  ways,  my  family  has  experienced  the  American 
dream.  But  the  American  dream  is  not  to  go  into  business  with  the 
Government.  But  increasingly,  that  is  what  we're  experiencing.  The 
Government  has  licensed  me,  taxed  me,  surtaxed  me,  and  sur- 
charged me.  I  take  all  the  risks;  I  work  all  the  weekends;  I  work 
all  the  hours,  and  the  Government  takes  all  the  money,  regardless 
of  whether  I  make  a  profit  or  not. 

The  bottom  line  is  that  you  are  committing  me  to  spend  dollars 
I  don't  have  on  programs  that  can't  really  price  out.  For  this,  re- 
formers are  willing  to  gamble  the  livelihoods  of  American  small 
businesses  and,  more  important,  their  employees. 

I  think  we're  going  in  the  wrong  direction,  Mr.  Chairman,  and 
I  think  that  a  lot  of  business  owners  —  I  think  to  a  lot  of  business 
owners,  health  care  mandates  will  be  the  last  burden  that  will  fi- 
nally push  them  out  of  business. 

Let  me  finally  say  that  the  National  Restaurant  Association  fully 
supports  health  care  reform  that  brings  down  health  care  costs,  but 
that  does  so  without  job-killing  employer  mandates.  The  National 
Restaurant  Association  has  endorsed  tne  Rowland-Bilirakis  bill,  bi- 
partisan legislation  that  we  believe  will  go  a  long  way  toward  mak- 
ing health  insurance  more  affordable  for  the  businesses  of  our  in- 
dustry. 
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Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you  very  much. 

[Ms,  Kreuzberg's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  am  going  to  reserve  questioning  and  hope- 
fully forgo  questioning,  but  I  will  call  upon  other  Members  who  do 
have  questions.  Mrs.  Meyers. 

Mrs.  Meyers.  I  am  going  to  just  ask  one,  although  again  I  would 
say  that  my  Members  will  probably  have  some  questions  they 
would  like  to  submit. 

Chairman  LaFalce.  Sure. 

[The  information  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  I  just  want  to  say  that  I  think  you  were  all  just 
outstanding  witnesses  and  I  wish  the  whole  Congress  could  have 
heard  all  of  you. 

I  would  litce  to  say  to  Mr.  Poshard  that  I  agree  with  many  of  his 
remarks.  I  do  think  a  lot  of  us  have  tried  to  do  a  lot  of  education. 
We  haven't  just  tried  to  whip  people  into  a  frenzy  on  this  issue.  I 
have  explained  the  Clinton  plan  at  home  as  much  as  I  have  ex- 
plained the  incremental  plan  that  I  support.  I  just  don't  detect  any 
support  for  it  from  small  business  at  home.  But  I  have  not  tried 
to  be  someone  who  presented  such  a  biased  point  of  view  that  no 
one  could  agree. 

Now,  I  think  that  is  probably  true  with  all  of  the  groups  here 
today.  In  other  words,  I  wouldn't  want  it  to  be  inferred  that  these 
groups  mailed  to  their  memberships,  whipped  them  into  a  frenzy 
to  oppose  the  employer  mandates.  I  think  the  opposition  for  the 
most  part  is  there,  and  I  would  like  to  ask  you,  and  I  would  like 
to  start  with  Mr.  Peck,  because  I  am  unfamiliar  with  your  organi- 
zation, Mr.  Peck,  how  did  you  arrive  at  your  position?  Did  you  so- 
licit input  from  your  membership?  Or  is  this  decision  that  you  have 
made  been  made  by  a  small  group  of  board  of  directors  or  how  was 
that  arrived  at? 

Mr.  Peck.  Our  coalition,  as  I  mentioned,  is  a  coalition  made  up 
of  separate  organizations.  Each  of  the  29  organizations  has  its  own 
methods  for  determining  what  positions  they  take  on  various  policy 
matters. 

We  —  a  number  of  us  in,  earlier  this  year,  started  realizing  that 
we  represented  small  businesses  that  actually  favored  universal 
coverage  and  an  employer's  share  and  responsibility  and  that  we 
ought  to  see  —  get  together  and  see  how  many  others  there  were. 
We  have  a  statement  of  principles  and  they're  broad  and  I  will  be 
happy  to  share  them  with  you. 

We  presented  them  through  the  policymaking  apparatuses  in  the 
different  organizations,  and  said,  if  you  can  ag^ee  with  these  prin- 
ciples, would  you  like  to  join  us.  That's  the  basis  upon  which  we 
got  the  29  organizations  into  the  coalition. 

I  should  mention,  too,  that  there  are  some  individual  businesses 
who  have  joined,  who  have  joined  on  the  same  basis,  reading  the 
principles  that  we  stand  for  and  sending  us  some  indication  that 
they  support  us. 

Mr.  WiLLETT.  May  I  respond  to  that? 

Last  night  I  heard  President  Clinton's  address  and  he  referred 
to  600,000  small  business  owners  who  endorse  the  Mitchell  plan. 
I  was  a  little  bit  taken  back,  being  a  small  business  owner  being 
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involved  with  issues  that  have  to  deal  with  the  taxation  of  busi- 
nesses and  mandates.  I  was  asking  questions  this  morning. 

I  got  an  article  out  of  Business  Week,  it's  August  1st,  1994,  I'll 
leave  it  for  the  record  here. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  WiLLETT.  Also,  did  a  little  research.  This  small  business  coa- 
lition is  made  up  of  the  National  Association  of  Chain  Drugstores, 
there's  165  chain  drugstores  that  are  members,  they  each  have  an 
average  of  164  stores;  Architects  and  Designer  Planners  for  Social 
Responsibility,  it's  a  nonprofit  organization  to  inform  the  public  of 
the  danger  of  nuclear  war;  the  Institution  and  Municipal  Parking 
Congress,  1,200  members.  It's  a  not-for-profit  organization.  These 
people  don't  represent  what  I  would  consider  a  small  business 
owner.  They  are  not  taking  the  financial  risks.  Most  of  the  mem- 
bers —  and  most  of  the  members  of  this  organization  are  actually 
employees  of  larger  businesses.  So,  they  don't  represent  small  busi- 
ness. They  represent  some  other  voice  that  I  really  don't  feel  com- 
fortable with  the  term  "small  business."  Because  I  was  looking  to 
find  who  those  600,000  were.  I  find  it  here.  American  Institute  of 
Architects,  most  of  them  are  not  business  owners.  They're  con- 
cerned with  social  environmental  issues. 

Mr.  Peck.  Mr.  Chairman,  if  I  may  respond  —  the  NFIB  for  some 
reason  has  chosen  to  attack  individual  associations  that  are  mem- 
bers of  our  coalition.  I  can  speak  obviously  best  for  the  American 
Institute  of  Architects,  which  was  founded  in  1857,  and  represents 
80  percent  of  American  architects  in  private  practice.  They  are  all 
small  business  owners.  There  is  not  a  single  architectural  firm  in 
this  country  that  qualifies  as  a  large  business. 

As  I  said,  almost  all  of  our  members  are  in  private  practice. 
NFIB  ridiculed  us  in  print  in  a  release  they  put  out  saying  that  we 
operate  a  museum  and  we  care  about  affordable  housing.  Our 
members  are  proud  to  say  that  we  support  affordable  housing.  We 
don't  think  it's  a  matter  of  ridicule. 

It  just  so  happens  that  we  also  support  procurement  law  reform. 
We  deal  with  procurement  law  in  the  Federal,  State,  and  local 
level,  licensing  laws,  copyright,  disability,  and  yes,  also  pollution, 
affordable  housing,  and  community  development. 

Chairman  LaFalce.  All  right.  Thank  you.  I  think  the  Chair  is 
going  to  rule  any  further  discussion  of  this  out  of  order. 

Mrs.  Meyers.  Well,  I 

Chairman  LaFalce.  Any  further  questions  that  you  have,  Mrs. 
Meyers? 

Mrs.  Meyers.  I  just  know  that  some  of  these  groups  have  had 
rather  extensive  contact  with  their  membership  in  order  to  make 
sure  that  they  represented  them,  and  it  seemed  to  me  like  some 
Members  of  the  committee  were  inferring  otherwise,  and  I  really 
wanted  to  establish  the  fact  that  I  think  there  has  been  some  very 
good  communication  that  has  gone  on. 

I  would  like  to  ask  Mr.  Giessel,  too,  are  you  —  you  spoke  for  uni- 
versal access  and  certainly  the  incremental  plan  which  I  am  sup- 
porting supports  universal  access.  It  does  not  support  mandates. 
And  you  did  not  speak  specifically  to  mandated  coverage.  I  would 
like  to  hear  your  thinking  on  that. 
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Mr.  GlESSEL.  Well,  I  think  in  any  —  any  insurance,  if  you  have 
the  pool,  the  complete  pool  there,  it's  going  to  help.  As  far  as  man- 
dates, yes,  I  guess  we  would  support  them. 

Mrs.  Meyers.  Thank  you,  Mr,  Chairman. 

Chairman  LaFalce.  Mr.  Poshard,  do  you  have  any  questions? 

Mr.  Poshard.  Well,  Mr.  Chairman,  I  do,  if  I  can  just  take  a  few 
minutes. 

Chairman  LaFalce.  Sure. 

Mr.  Poshard.  I  wanted  to  speak  to  the  folks  from  the  chamber 
and  the  NFIB,  if  I  could,  just  because  I  am  struggling  to  try  to  find 
—  Brian  and  I  have  worked  on  this  for  hundreds  of  hours,  strug- 
gling to  try  to  find  some  of  the  answers  here. 

You  referred  to  Mr.  Gephardt's  chart  with  ^espect  to  coverage  of 
employees  in  which  he  talks  about  the  idea  of  universal  coverage 
and  bringing  everybody  in,  albeit  under  an  employer  mandate,  and 
therefore  achieving  an  economy  of  scale  that  would  bring  down  the 
average  cost  hopefully  for  all  employers.  His  chart  has,  for  in- 
stance, for  a  firm  of  5  employees  with  an  average  wage  of  $11,000 
a  year,  an  annual  average  employer  payment  per  worker  of 
$1,275.50,  which  would  be  the  increase  to  the  employer.  I  think  you 
referenced  another  number  here  for  a  larger  firm,  but  still,  these 
are  the  figures. 

I  guess  if  it  were  me  as  an  employee,  even  a  low-wage  employee 
like  this,  and  my  employer  came  to  me  and  said,  look,  Glenn,  here 
is  the  deal,  we  have  this  new  mandate  on  us,  it  is  going  to  increase 
my  cost  $1,275.50  a  year  to  cover  you  in  a  family  comprehensive 
health  policy;  I  am  going  to  take  that  out  of  your  wages.  I  guess 
I  would  say,  fine,  if  it  were  me.  It  is  worth  $1,275  for  me  to  have 
a  comprehensive  health  care  policy  for  my  family.  Take  it  out  of  my 
wages  if  you've  got  to  do  it,  but  help  me  cover  this. 

Mr.  WiLLETT.  The  problem  is 

Mr.  Poshard.  Wait  a  second.  Now,  this  is  an  $11,000  a  year  em- 
ployee, that  is  above  minimum  wage.  Minimum  wage  is  $9,630  a 
year.  So,  I  guess  I  am  trying  to  understand  why  we  would  not  want 
to  at  least  give  people  a  choice.  Well,  why  not?  I  mean  I  am  paying 
for  it,  it's  coming  out  of  my  wages,  but  you  have  the  opportunity 
to  offer  it  to  me  if  you  are  willing  to  do  this.  It  is  not  affecting  your 
bottom  line  of  profit.  You  are  taking  it  out  of  my  wage.  Wonder 
why  we  wouldn't  at  least  be  interested  in  giving  our  employees  that 
choice.  I  am  just  asking  that. 

Mr.  WiLLETT.  I  think  all  employers  would  like  to  insure  their  val- 
uable and  all  of  their  employees  if  they  could  afford  to  do  it.  The 
problem  is  can  you  afford  to  do  it. 

The  way  Gephardt  attempts  to  do  it  is  to  give  a  tax  credit  to  the 
employer.  First  off,  the  choice  is  not  there  to  take  it  out  of  the  em- 
ployee's wages.  That  is  not  there.  It's  a  mandated  80  percent  cov- 
erage by  the  employer  out  of  the  employer's  pocket.  Not  a  vol- 
untary take  it  out  of  my  employee's  wages.  That's  not  part  of  the 
bill. 

Mr.  Poshard.  We  are  not  saying  it  is  part  of  the  bill. 

Mr.  WiLLETT.  Well,  you  talked  ^out  Gephardt's  proposal. 

Mr.  Poshard.  I  am  saying  if  I  were  an  employee  and  my  em- 
ployer said  to  me,  you  just  increased  my  costs  here  to  insure  you 
$1,275  a  year,  I  would  say,  take  it  out  of  my  wages.  It  is  worth  it 
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to  me  to  have  a  policy  that  covers  my  family  comprehensively  for 
$125  a  month. 

Mrs.  Meyers.  Well,  Mr.  Chairman,  under  the  incremental  plan, 
an  employer  is  required  to  offer,  not  to  pay  for,  but  to  offer 

Mr.  POSHARD.  I  understand,  Mrs.  Meyers. 

Mrs.  Meyers.  All  right.  So,  you  are  not  talking  about  mandatory 
now. 

Mr.  WiLLETT.  I  didn't  think  the  NFIB- 


Mr.  PosHARD.  I  am  just  asking  a  question  here.  If  it  were  within 
my  power  as  a  small  business  employer  to  enter  into  a  system  to 
offer  for  my  employees  an  insurance  policy  that  they  would  pay  for 
out  of  their  wages  for  $1,275  a  year,  why  would  I  not  want  to  at 
least  make  that  offer  available  to  them?  Why  would  I  reject  that? 
If  the  employee  said  to  me,  sir,  it  is  worth  it  to  me  for  you  to  take 
that  cost  out  of  my  wages  so  my  family  can  have  health  insurance, 
why  wouldn't  we  at  least  want  to  offer  them  the  opportunity  for 
that  choice? 

Mr.  WiLLETT.  I  don't  think  the  NFIB  has  ever  said  that  we 
wouldn't  want  to  offer  the  employees  an  opportunity  to  be  insured. 
I  think  they  should  be  —  I  think  they  should  have  that  opportunity 
and  they  should  have  that  opportunity  to  pay  it  themselves,  not 
put  it  on  the  back  of  the  employer. 

Mr.  PosHARD.  I  am  not.  I'm  saying  if  you  have  the  opportunity 
to  purchase  for  your  employees 

Chairman  LaFalce.  The  time  of  the  gentleman  is  expired.  I  will 
give  him  1  additional  minute. 

Mr.  PosHARD.  Well,  Mr.  Chairman,  I  am  just  asking,  again  if  an 
employer  has  the  opportunity  to  offer  an  employee  an  insurance 
policy  for  $1,275  a  year  and  the  employee  is  willing  to  say  take  it 
out  of  my  wages  to  pay  for  it,  just  so  I  can  get  it  at  that  cost,  that 
is  a  big  deal  for  me  and  my  family,  I  don't  understand  why  we 
wouldn't  want  to  make  that  opportunity  available  for  him. 

Mr.  WiLLETT.  I  wish  you  would. 

Ms.  Gackenbach.  I  guess  maybe  I  can  respond.  In  the  context 
of  the  Gephardt  bill,  since  I  was  the  one  who  raised  this,  in  that 
context  the  chamber  is  not  opposed  to  making  access  available. 
Most  of  our  members  do  make  access  available  to  their  employees 
for  health  insurance.  Unfortunately,  under  the  bill  you're  talking 
about  in  the  particular  case  of  the  first  one,  five  employees, 
$11,000. 

Mr.  POSHARD.  Which  is  about  90  percent  of  your  membership, 
right,  5  employees  and  under? 

Ms.  Gackenbach.  That  is  about  a  10  percent  —  would  be  equiva- 
lent of  about  a  10  percent  wage  reduction  for  individuals  at 
$11,000. 

I'll  be  honest,  I  would  think  I  would  probably  have  trouble  find- 
ing a  lot  of  people  who  would  have  10  percent  of  disposable  income 
if  they  were  making  $11,000  to  do  that. 

Mr.  PosHARD.  But  ma'am,  the  point  of  it  is  for  that  individual 
today  that  is  making  $11,000  a  year,  they  are  paying  $367  a  month 
on  tne  average  for  health  care  costs,  and  you  as  an  employer  have 
the  opportunity  to  help  them  to  get  it  for  $125  a  month. 

Ms.  Gackenbach.  But  conversely,  if  under  the  Gephardt  plan  my 
employee  said,  no,  I  do  not  want  that  taken  out  of  my  wages,  my 
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employer  would  still  be  required  to  make  that  payment.  It's  10  per- 
cent, he  may  not  have  a  10  percent  profit  margin  to  cover  that. 

Mr.  POSHARD.  I  imderstand. 

Mr.  WiLLETT.  The  other  problem  is  the  Gephardt  assumes  that 
there's  a  tax  credit  to  subsidize  that  lower  cost.  That  chart  there 
actually  illustrates  the  after-tax  effect  and  that's  assuming  the  em- 
ployers are  able  to  take  that  tax  deduction  for  the  small  employers. 
Some  of  them,  after  they  take  a  Section  179,  17,500  expense  elec- 
tion, have  no  income  left  to  tax,  and  therefore  the  credit  is  not 
there  to  subsidize.  So,  they'll  be  paying  the  full  cost  of  someone  in 
actually  a  higher  wage  rate. 

Chairman  LaFalce.  All  right,  thank  you.  Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

My  question  is  to  you,  Mr.  Peck.  Reading  from  your  testimony, 
two  quick  comments.  I  am  here  today,  and  I  quote,  to  tell  you  the 
best  kept  secret  in  Washington:  Most  small  businesses  support  uni- 
versal health  care  insurance  coverage  through  an  employer-based 
system  of  shared  responsibility. 

Then  you  go  on  down  into  the  fourth  paragraph,  it  is  mystifying 
to  me  that  the  NFIB  and  its  allies  have  been  able  to  whip  the  pub- 
lic into  such  a  frenzy  on  behalf  of  the  minority  of  small  business 
owners  who  are  freeloading  on  the  majority  of  small  employers  who 
are  doing  the  right  thing.  Who  is  going  to  stand  up  for  the  good 
employers  who  are  willing  to  pay  their  fair  share  but  who  must  pay 
for  the  uninsured? 

I  tell  you,  frankly,  as  a  small  businessman  from  New  Hampshire, 
I  resent,  but  I  certainly  give  you  an  opportunity  to  maybe  reply  rel- 
ative to  NFIB,  National  Chamber  of  Commerce,  National  Res- 
taurant Association,  National  Association  of  Self-Employed  and 
many  others,  how  do  you  figure  that  you  can  speak  for,  with  all 
those  other  people  speaking  against  you,  the  best  interests  of  the 
small  business  community  at  large? 

Mr.  Peck.  Well,  Mr.  Zeliff,  I  have  —  I  have  heard  —  the  question 
is  not  who  speaks  for  all  of  small  business.  We  don't  pretend  to 
speak  for  all  of  small  business.  I  have  heard  other  people  say  they 
speak  for  small  business.  I  tried  to  state  at  the  beginning  of  my 
statement  who  it  is  we  represent. 

What  we  do  claim,  and  the  facts  do  show,  is  that  there  are  a  good 
number  of  small  businesses  that  don't  pay  for  health  insurance. 
That's  a  fact.  Those  who  don't,  in  effect,  are  having  the  other  small 
businesses  of  the  country,  and  in  fact  the  large  businesses  of  the 
country,  pay  for  their  employees'  health  benefits,  either  through 
Workers'  Comp  payments,  through  higher  insurance  premiums  for 
them,  through  higher  Medicare  costs  or  whatever.  That's  what  I  re- 
ferred to.  We're  referring  to  cost  shifting,  sir,  from  businesses  that 
don't  pay  or  provide  health  insurance  to  those  who  do. 

Mr.  Zeliff.  So  they  are  therefore  freeloaders? 

Mr.  Peck.  Well,  that's  another  way  of  putting  it,  yes,  sir. 

Mr.  Zeliff.  Do  you  own  a  small  business? 

Mr.  Peck.  No,  sir. 

Mr.  Zeliff.  OK  I  understand  that  also.  We  have  been  told  that 
the  White  House  Office  of  Public  Liaison  actually  called  business 
leaders  around  the  Nation  asking  them  to  form  your  coalition  and 
asking  others  to  publicly  join  it.  Is  that  a  fact? 
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Mr.  Peck.  Sir,  the  White  House  Office  of  PubHc  Liaison  to  my 
knowledge  did  not  form  this  coahtion.  We  formed  it  ourselves.  I 
was  not  —  now  let  me  say  this,  I  was  not  present  at  the  meetings 
that  resulted  in  forming  the  Small  Business  Coalition.  I  was,  how- 
ever, present  at  the  May  3rd  press  conference  where  we  announced 
its  formation.  I  can  tell  you  that  my  organization  joined  it  volun- 
tarily and  was  not  called  by  the  \^^ite  House  and  asked  to  join. 

Mr.  Zeliff.  ok  Mr.  Chairman 

Mrs.  Meyers.  Would  the  gentleman  yield? 

Did  you  receive  the  letter  that  said:  "We  are  now  at  a  critical 
juncture  in  the  health  care  reform  debate.  Many  in  Congress  and 
in  the  administration  are  looking  for  small  businesses  who  are  pre- 
pared to  say  that  they  support  universal  coverage  and  an  employer- 
based  approach  to  insuring  all  Americans.  Those  that  stand  up  now 
will  be  recognized  and  rewarded." 

Mr.  Peck.  I  don't  —  could  you  tell  me  who  sent  the  letter,  the 
date  or  any  other 

Mrs.  Meyers.  It  was  on  June  28,  1994.  It  is  on  the  letterhead 
ofNARD. 

Mr.  Peck.  I  did  not  receive  that  letter,  and  I  suppose  we  would, 
at  the  American  Institute  of  Architects,  we  would  not  have 

Chairman  LaFalce.  She  is  referring  to  a  letter  of  memorandum 
from  the  National  Association  of  Retail  Druggists.  So,  the  question 
is,  did  you  ever  get  a  letter  from  the  National  Association  of  Retail 
Druggists? 

Mr.  Peck.  Mrs.  Meyers,  I  do  not  know.  It  could  have  come  to 
someone  else.  I  will  check  and  be  happy  to  respond  to  you  about 
that. 

Mrs.  Meyers.  Thank  you  very  much. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Zeliff.  If  I  could  resume  my  time,  to  Mr.  Waldheger,  did  I 
pronounce  that  right?  I  thought  both  you  and  Mr.  Thayer,  and  I 
apologize,  coming  in  late,  didn't  hear  all  of  it,  but  that  you  did  an 
outstanding  job. 

Pursuing  your  line  of  discussion,  and  I  don't  know  whether  it  is 
85  percent  or  88  percent  who  have  coverage,  but  assume  —  let's 
assume  it  is  88  percent.  What  I  understand  is,  is  there  are  88  per- 
cent that  have  coverage,  12  percent  that  do  not.  Of  the  12  that  do 
not,  50  percent  of  that  12  do  not  for  a  period  not  to  exceed  4 
months.  So,  if  we  do  the  insurance  reform,  portability,  the  preexist- 
ing conditions,  spreading  the  risk  either  through  a  modified  com- 
munity-based rating  or  community-based  rating,  then  can  we  as- 
sume that  88  and  half  of  12  is  6,  would  be  94  and  6,  and  then  if 
you  do  the  100  percent  deductibility  and  the  buying  alliances  and 
the  rest  of  the  insurance  reform,  you  might  have  a  point  or  two. 

Mr.  Waldheger.  Yes. 

Mr.  Zeliff.  Debatable,  maybe  it  would  be  95,  96.  Then  you  can 
spend  time  with  the  final  5  or  4  percent  to  invest  in  coverage  for 
the  uninsured  and  the  underserved  and  investment  in  community- 
based  rating,  community  health  care  centers,  and  other  things 
might  be  on  the  right  track  as  indicated  in  the  Rowland-Bilirakis 
bill. 

Do  you  care  to  comment  on  that? 
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Mr.  Waldheger.  I  think  the  way  you  —  the  way  you  said  it,  I 
am  a  hundred  percent  in  agreement  with.  The  —  I  think  it's  9 
months,  is  the  U.S.  Census  Department.  It's  those  —  that  percent- 
age that  are  not  insured  for  up  to  9  months.  That's  a  portability 
issue. 

What  I  was  trying  to  say,  and  I  hope  I  got  across,  was  that  if 
you  did  do  the  incremental  reform  and  there  was  a  cost  risk  shift- 
ing, vou'd  have  to  do  modified  community-based.  Mrs.  Meyers,  this 
is  wnat  I  mean  by  education,  because  when  people  throw  aroimd 
experience  rating  and  community-based,  I  have  worked  with 
HMOs,  these  are  not  being  used  properly.  Modified  community  rat- 
ing, you  can't  go  completely  away  from  experience  rating,  or  you 
will  sink  companies.  But  that's  a  red  herring. 

We're  talking  about  working  with  a  regulatory  scheme  to  allow 
some  rating  and  let  the  Government  subsidize  the  cost,  if  indeed 
it  comes  in  as  a  big  cost,  for  picking  up  the  sick.  After  all,  it's  the 
American  public's  concern  over  preexisting  conditions,  not  just  the 
person  who  employs  them.  So,  I  think  that  s  fair. 

The  way  you  stated  it  is  correct.  I  think  you  would  go  from  85 
or  88  percent,  somewhere  into  the  low  90's.  If  you  standardized 
Medicaid  eligibility  throughout  the  States,  in  States  such  as  Arkan- 
sas which  are  —  you  have  to  be  extremely  poor  to  qualify,  you 
would  pick  up  another  3  million  people.  Before  we  socialize  the  sys- 
tem, let's  try  it,  and  every  business  tries  things  and  builds  on  what 
it  knows.  That's  what  we're  asking  Congress  to  do. 

Mr.  Zeliff.  Thank  you  very  much.  Just  a  final  comment.  Being 
a  small  businessman  who  owns  three  businesses  that  my  son  and 
wife  run  in  New  Hampshire,  in  the  restaurant  business,  two  of 
them,  frankly  we  struggled  when  we  started  in  1976,  we  have  been 
there  for  20  years,  we  provide  health  care  insurance  for  our  50  plus 
employees. 

But  I  will  tell  you,  we  will  continue  to  do  that  because  we  want 
to  keep  the  best  employees.  That's  the  all-American  dream.  You 
want  the  best  employees,  the  more  profitable  you  get,  you  give  the 
opportunity  to  be  able  to  share  that  profit.  We  even  have  profit 
sharing.  God  knows,  I  would  hate  to  see  the  day  v/hen  the  Grovern- 
ment  tells  me  how  much  profit  I  have  to  share.  I  would  like  to  be 
able  to  voluntarily  do  that.  I  would  like  to  voluntarily  offer  my  em- 
ployees family  leave,  our  version  of  it,  not  the  Government  version. 
I  would  also  like  to  offer  health  care,  my  version,  not  the  Govern- 
ment version,  and  if  somebody  is  out  for  a  year  through  a  tragedy, 
I  would  like  to  be  in  a  position  to  help  that  person,  my  version,  not 
the  Government  version. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  LaFalce.  I  think  it  is  time  for  us  to  conclude,  ladies 
and  gentlemen.  I  want  to  thank  you  all  very,  very  much.  I  think 
it  is  safe  that  we  can  conclude  the  following,  that  there  are  small 
businesses  who  believe  in  mandates,  that  there  are  small  busi- 
nesses who  don't  believe  in  mandates,  that  there  are  associations 
that  would  support  the  bill  with  mandates,  that  there  are  associa- 
tions that  would  not  support  a  bill  with  mandates,  that  there  are 
associations  who  at  one  time  supported  it  with  mandates  and  now 
have  changed  their  mind,  that  there  is  diversity  within  each  and 
every  business  organization,  et  cetera,  and  that  this  remains  and 
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probably  will  always  remain  a  contentious  issue,  much  as  work- 
man's compensation  remains  a  contentious  issue,  much  as  mini- 
mum wage  remains  a  contentious  issue  for  many,  despite  the  fact 
that  workmen's  compensation  and  minimum  wage  have  been  the 
laws  of  the  land  for  a  good  many  years. 

With  that,  we  will  conclude  today's  hearing.  Thank  you  very 
much, 

[Whereupon,  at  1:27  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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Statement  of  Congresswoman  Clayton 

January  26,  1994 

I  want  to  thank  the  Chairman  for  holding  this  hearing  on 
the  impact  of  health  care  reform  on  small  businesses.  I  am 
very  dedicated  to  the  reform  of  our  health  care  system. 
However,  I  want  to  make  sure  that  in  reforming  our 
nation's  health  care  we  do  not  place  excessive  burdens  on 
small  businesses  or  any  other  sector  of  our  society.  Small 
businesses  are  vital  to  our  economic  recovery.  In  my  rural 
district,  they  provide  employment  for  many  and  some  of 
these  small  businesses  provide  health  insurance  at  great  cost 
~  some  say  30%  of  what  large  employers  pay.  I  want  to 
support  our  small  business  ovmers  while  ensuring  everyone 
has  access  to  quality  health  care. 
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I  want  to  thank  Mr.  Bowles  for  coming  here  today  to 
discuss  with  us  the  impact  of  the  President's  proposal  for 
the  employer  mandate.  I  have  a  great  deal  of  respect  for 
Mr.  Bowles,  and  am  anxious  to  hear  this  comments  on 
health  care  and  small  business.  I  know  Mr.  Bowles  is  very 
dedicated  to  the  well-being  of  small  businesses  across  this 
country  and  he  has  most  likely  been  very  beneficial  to  the 
Administration  as  they  put  together  this  health  care  reform 
proposal. 

Thank  you  again,  Mr.  Chairman,  and  I  look  forward  to 
hearing  your  testimony  Mr.  Bowles. 
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STATEMENT  OF  THE  HON.  JOHN  CONYERS,  JR. 

CHAIRMAN,  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

BEFORE  THE 

HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

JANUARY  26,  1993 

I  want  to  thank  Chairman  LaFalce  for  holding  this  hearing 
and  for  his  strong  leadership  on  health  care  issues  in  the 
Congress. 

Small  businesses  are  at  the  mercy  of  the  private  insurance 
industry  in  today's  system.   Those  firms  that  are  fortunate 
enough  to  cover  their  employees  are  drowning  under  the  current  of 
rising  costs.   Small  business  health  premiums  are  35%  higher  than 
those  of  larger  businesses,  administrative  costs  eat  up  a  large 
chunk  of  their  profits,  and  the  majority  of  small  businesses  with 
less  than  200  employees  are  burdened  with  38%  of  the  costs  of  the 
businesses  that  do  not  offer  health  care  due  to  cost  shifting. 

Small  businesses  need  relief  from  these  pressures  in  the 
current  system.   President  Clinton's  health  reform  bill,  H.R. 
3500,  takes  significant  steps  to  reduce  costs  and  improve  the 
situation  for  smaller  firms.   Creating  a  community  rating  system 
so  small  businesses  aren't  penalized  because  of  their  size  or 
employee  risk  pool  and  capping  a  business 's  contribution  to  a 
modest  percentage  of  their  payroll  are  steps  in  the  right 
direction.   I  am  concerned,  however,  that  the  caps  on  the  Federal 
Government's  subsidies  to  small  businesses,  which  help  cover 
their  costs,  may  leave  the  employees  of  small  businesses 
vulnerable. 

I  believe  a  single-payer  system  offers  a  better  solution  to 
the  underlying  problems  of  small  businesses.   From  speaking  to 
small  businessmen,  I  have  determined  that  the  solution  to  solving 
their  problems  is  to  firmly  control  spiraling  health  costs  so 
that  businesses  can  provide  their  employees  with  affordable, 
comprehensive  care. 

The  General  Accounting  Office  (GAG)  conducted  a  study 
showing  that  a  single-payer  system  saves  the  most  of  any  health 
reform  plan.   The  GAO  found  that  the  United  States  could  save 
about  10  percent  of  health  costs  annually  --  about  $90  billion  -- 
by  eliminating  most  paperwork  associated  with  1,200  different 
insurance  companies.   This  savings  would  be  enough  to  cover  all 
Americans.   Also,  by  eliminating  the  insurance  paperwork,  smaller 
firms  would  no  longer  need  to  waste  precious  dollars  that  could 
be  used  for  new  investments. 

Because  of  these  enormous  savings,  I  couthored,  along  with 
Cong.  Jim  McDermott,  H.R.  1200,  the  American  Health  Security  Act, 
a  bill  which  establishes  a  single-payer  health  system.   Just  last 
month,  the  CBO  found  H.R.  1200  would  save  between  $145  billion 
and  $175  billion  per  year  when  fully  implemented.   No  other 
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health  reform  proposal  can  achieve  such  savings.   At  the  same 
time,  H.R.  1200  provides  the  most  generous  benefits  package  of 
any  health  care  reform  plan,  including  long  term  care  and 
extensive  mental  health  and  substance  abuse  benefits. 

Small  businesses  are  particularly  helped  by  the  new 
financing  package  for  H.R.  12  00,  which  will  be  released  tomorrow. 
We  have  included  a  four  percent  cap  on  the  amount  each  small 
business  will  spend  as  a  percentage  of  their  payroll  per 
employee,  eliminating  the  fear  of  increasingly  unpredictable 
medical  costs.   I  feel  this  is  the  plan  that  provides  the  real 
reform  needed  by  the  small  business  community  if  they  are  to 
survive  in  today's  economy. 
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OPENING  STATEMENT  OF  CONGRESSMAN 
CLEO  FIELDS 
BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 
JANUARY  26,  19  94 


Good  morning!   Mr.  Chairman  not  since  the  new  deal  has  our 
government  been  so  moved  to  act  on  an  issue  that  will  have  a 
direct  impact  upon  the  lives  of  Americans,  especially  those 
economically  deprived.   Contrary  to  recent  debate,  the  lack  of 
adequate  and  quality  health  care  HAS  reached  epidemic  proportions 
in  my  neighborhood  and  among  my  constituency.   It  is  most 
unfortunate  that  those  who  enjoy  the  luxury  of  health  care 
coverage,  show  very  little  regard  for  those  who  do  not. 

In  the  4th  Congressional  District  of  Louisiana,  the  district  I 
represent,  a  very  large  number  of  individuals  either  do  not  have 
health  care  coverage  or  are  solely  dependent  upon  the  government 
to  provide  it.   In  any  undertaking  of  this  magnitude,  many 
sacrifices  will  have  to  be  made.   But  I  firmly  believe  that  this 
plan  overall,  will  have  a  positive  impact  on  the  small 
businessman  and  women  in  this  country. 

Mr.  Bowles  I  was  very  encouraged  in  reading  your  opening 
statement  when  you  touched  upon  a  number  of  topics  that  I  have 
very  strong  feelings  about  such  as  redlining,  price  baiting  and 
gouging.   This  criminal  activity  should  be  removed  from  our 
health  care  system  with  all  expediency.   Right  now  as  I  speak, 
all  of  my  offices  are  tallying  responses  to  a  health  care  survey 
that  I  sent  to  my  constituents.   The  response  has  almost  been 
unbelievable!   People  are  very  concerned  about  this  issue  and  are 
demanding  that  something  be  done  and  I  agree.   I  am  very  happy 
that  Chairman  Lafalce  has  brought  this  issue  before  our  committee 
and  Mr.  Bowles  I  look  forward  to  hearing  your  testimony.   Thank 
you ! 
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TESTIMONY  OF  CONGRESSMAN  JAY  KIM 

COMMITTEE  ON  SMALL  BUSINESS 

JANUARY  26,  1994 


Thank  you  Mr.  Chairman.  I  would  like  to  thank  you,  as 
well  as  the  ranking  member,  Mrs.  Meyers,  for  holding 
this  hearing  today.  I  can  think  of  no  topic  which  is 
currently  more  important  to  small  businesses  than  health 
care  reform.  I  would  also  like  to  thank  Mr.  Bowies  and 
Mr.  Thorpe  for  agreeing  to  testify  on  this  issue. 

Mr.  Bowies,  in  your  testimony  you  stated  that  "small 
business  owners,  when  they  examine  the  facts,  will 
realize  the  full  value  of  the  Health  Security  Act".  Well, 
last  week,  I  put  that  statement  to  a  test.  Last  Friday, 
I  held  an  open  forum  to  discuss  Che  effects  of  the 
Clinton  plan  on  small  business.  At  this  forum,  I  gave  a 
detailed  overview  of  the  provisions  in  the  President's 
plan  which  would  affect  small  business.  After  hearing 
the  facts  about  the  Clinton  plan,  not  one  of  the  small 
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business  owners,  to  use  your  quote,  "realize[d]  the  value 
of  the  Health  Security  Act.  In  fact,  one  after  another, 
small  business  owner  after  small  business  owner  told  me 
that  if  the  Clinton  plan  passes,  they  would  have  to 
either  lay  off  employees  or  close  entirely.  Let  me  read 
you  a  quote  from  one  of  the  small  businessmen  at  the 
hearing,  Mr.  Chuck  Keagle,  who  runs  several  small 
restaurants: 

"After  I  received  the  material  [detailing  the  employer 
mandate  provisions  of  the  Clinton  plan],  I  realized  that 
if  the  Clinton  plan  were  enacted  as  it  stands  now,  my 
problems  would  go  away  because  we  simply  would  not 
survive.  We  would  have  to  close.  There's  no  question 
about  it.  Our  margins  are  very  thin  now  and  adding  the 
additional  cost  of  the  health  plan  would  simply  put  our 
company  out  of  business..." 
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Mr.  Keagle's  comments  are  not  unique.  Almost  every 
one  of  the  small  business  owners  who  testified  last 
Friday  said  basically  the  same  thing:  The  Clinton  plan 
would  put  them  out  of  business.  Let  me  share  with  you 
some  other  comments  which  businesspeople  made  at 
my  hearing: 

Barbara  Price,  owner  of  A-plus  Mailing  Systems,  testified 
that  "the  effect  that  this  will  have  on  my  business  is 
quite  severe.  We  already  compete  against  a  monopoly. 
We  do  our  best  just  to  stay  in  business  going  up  against 
the  big  boys  and  added  taxes,  added  expense.  [This 
plan]  is  going  to  mean  one  of  two  things:  We're  going 
to  close  our  doors  and  go  out  of  business;  or  we're 
going  to  severely  reduce  the  number  of  people  we  have 
working  for  us.    That's  not  good  news  for  California. 

Mr.     Pete    Sotos,    CEO    of    CLU     Financial     Planning 
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Corporation,  remarked  that  "Even  though  I  didn't  vote 
for  Clinton,  I  laud  him  for  coming  up  with  the  subject 
matter.  But  what  he  is  proposing  is  highly  destructive... 
The  Clinton  plan  right  now...  would  bankrupt  all  the 
employers". 

Marlynn  McConnell,  an  independent  insurance  broker, 
stated  that  "[T]he  Clinton  plan  could  have  a  financial 
impact  on  the  insurance  brokers  and  their  communities... 
How  many  of  us  are  going  to  be  put  out  of  business  by 
this?  We  are  hard  working  individuals.  We're  not 
corporate  level.  When  I  tell  you  'service  to  our  clients', 
they  have  my  home  phone  number.  Now  that's 
personal  service...  Now  i  ask  you,  can  someone  on  the 
Clinton  plan  call  one  of  these  people  at  their  homes  24 
hours  a  day?  Do  they  know  when  their  children's 
birthdays  are?  Talk  about  an  administrative  nightmare" . 
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Dr.  Joel  Hay,  an  economist  from  USC,  testified  that  "as 
you  well  know,  and  as  those  of  us  that  live  out  in 
Ventura  County  found  out,  this  earthquake  was  quite 
devastating.  I  think  that  Simi  Valley  suffered  over  a 
billion  dollars  worth  of  damage,  but  this  health  care  plan 
that  the  Clinton  folks  have  pulled  together  is  going  to 
be  the  equivalent  of  one  of  those  earthquakes  every 
year  in  terms  of  its  impact  just  on  small  business,  much 
less  the  rest  of  the  economy". 

Finally,  Debbie  Matthews,  of  Everitt  Charles 
Technologies,  testified  that  "We  have  about  300 
employees  located  in  seven  different  locations.  It's 
unbelievable  to  us  that  we  may  have  a  reporting 
relationship  with  seven  different  entities  or  health 
alliances.  We  currently  have  two  human  resources 
people  administering  all  the  human  resources  activities 
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and  our  health  care  benefits  today.  We  would  have  to 
add  a  significant  number  of  staff  just  to  handle  the 
reporting  in  this  new  health  care  initiative". 


I  think  that  is  clear  from  this  testimony  that  small 
business  owners  realize  how  much  damage  the  Clinton 
plan  would  cause.  Of  course,  some  might  argue  that 
this  forum  was  biased.  So,  in  an  effort  to  be  fair,  I  also 
asked  several  of  these  business  owners  to  fill  out  the 
cost-estimation  worksheet  that  your  office  sent  out. 
The  results  were  absolutely  frightening:  By  doing  your 
worksheet,  one  owner  estimated  that  under  the  Clinton 
plan,  his  health  care  costs  would  increase  from  a  current 
level  of  $50,000  dollars  per  year  to  $252,800,  an 
increase  of  over  400  percent!!  When  you  listen  to  this 
kind  of  testimony...  which  comes  from  real  people 
running  real  businesses...  it  becomes  extremely  clear 
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that  the  Clinton  plan  poses  a  life-or-death  threat  to  this 
nation's  small  businesses. 

The  threat  to  small  businesses  stems,  of  course,  from 
the  employer  mandate  provisions  of  the  President's  plan. 
Requiring  employers  to  pay  80%  of  their  employees' 
health  care  premiums  and  subjecting  these  employers  to 
payroll  liabilities  of  between  3.5  and  7.9  percent  will 
place  an  enormous  financial  burden  on  small  businesses, 
many  of  whom  currently  do  not...  and  cannot  afford 
to...  provide  health  care  for  their  employees.  This 
burden    would    be    enormous:  Even    with    federal 

subsidies,  the  Clinton  plan  will  cost  small  business  over 
$24  billion  dollars  in  the  first  year  alone!  Even  worse, 
your  own  administration  estimates  that  over  600,000 
jobs  will  be  lost  under  the  plan! 

Even  more  disturbingly,  at  the  same  time  the  President's 
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plan  targets  small  businesses,  it  gives  big  business  a 
huge  bailout:  Many  corporations,  many  of  whom 
provide  generous  health  care  benefits  to  their  employees 
that  cost  between  15  and  20  percent  of  payroll,  will 
enjoy  significant  finanical  windfalls  by  having  their  health 
care  premium  liability  capped  at  7.9  percent.  And,  big 
businesses  are  even  more  excited  about  the  provisions 
in  the  President's  plan  which  would  force  the  federal 
government  to  pick  up  a  large  part  of  their  costs  of 
providing  health  coverage  to  early  retirees.  In  short,  the 
Clinton  plan  would  not  only  place  new  costs  on  small 
business,  but  would  also  shift  a  large  part  of  already 
existing  health  care  costs  from  big  business  to  the 
American  taxpayer,  employees,  and  small  business. 

Unfortunately,  in  targeting  small  businesses,  the  Clinton 
plan  goes  after  the  very  heart  of  this  nation's  economy. 
In  my  state,  as  well  as  in  the  country  as  a  whole,  small 
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business  are  a  vital  economic  lifeline.  In  California,  there 
are  approximately  600,000  small  business  currently  in 
operation.  These  businesses  earned  approximately  $60 
billion  dollars  in  profits  and  provided  more  than  6  million 
jobs  in  the  state  last  year.  Nationwide,  small  business 
is  equally  important:  Businesses  with  10  or  less 
employees  accounted  for  97%  of  the  firms  in  operation. 

Given  the  importance  of  small  businesses  to  my  state 
and  to  our  country,  it  would  seem  imperative  that  we  do 
everything  in  our  power  to  protect  these  businesses. 
However,  the  plan  that  you  are  advocating  today  would 
do  just  the  opposite:  The  Clinton  plan  would  place  a 
large  and  disproportionate  share  of  the  burden  of  reform 
on  the  shoulders  of  small  business  owners  and 
employees.  In  doing  so,  the  Clinton  plan  would  deliver 
a  fatal  blow  to  many  of  this  nation's  small  businesses. 
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To  me,  this  situation  is  absolutely  unacceptable.  What 
your  administration  is  attempting  to  do  with  this  plan  is 
to  place  upon  small  business  most  of  the  responsibility... 
and  cost...  of  bringing  millions  of  uninsured  individuals 
into  the  health  care  system.  The  result  of  your  efforts 
to  do  so  will  be  to  cripple  a  vital...  and  essential...  part 
of  the  American  economy. 

Mr  Bowles,  I  am  sorry  to  be  blunt,  but  I  cannot 
understand  how  you  can  claim  to  be  an  advocate  for 
small  business  while  at  the  same  time  advocating  a  plan 
which  will  destroy  tens  of  thousands  of  small  businesses 
across  this  country.  If  you  have  any  doubt  about  this 
fact,  just  go  out  and  listen  to  real  business  owners. 
They  will  tell  you...  as  they  told  me...  that  the  Clinton 
plan  will  destroy  small  business  in  the  country. 

For  this  reason,  I  would  urge  you,  as  a  representative  of 
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small  business,  to  reconsider  your  position  and  to 
support  alternative  plans  which  do  not  unfairly  target 
small  businesses  to  support  health  care  reform  efforts. 
I  understand  that  you  are  under  enormous  pressure  to 
"toe  the  line"  on  the  Clinton  plan...  I  just  hope  you 
realize  that  doing  so  will  hurt  the  very  businesses  which 
you  are  supposed  to  represent. 

Mr.  Chairman,  I  thank  you  for  this  opportunity  to  offer 
my  comments  on  this  issue. 
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Mr.  Chairman,  thank  you  for  holding  this  important 
hearing  this  morning.    I  thank  Mr.  Bowles  for  attending, 
and  giving  us  this  chance  to  examine  the  president's 
Health  Security  Act  more  closely,  paying  special 
attention  to  its  effect  on  the  American  small  business 
person. 

Mr.  Bowles,  in  your  statement,  you  will  convincingly 
describe  problems  with  our  current  health  care  system, 
and  outline  how  they  hurt  both  individuals  and  small 
businesses.   Nobody  in  this  room  would  disagree  that 
costly  and  dangerous  problems  do,  in  fact,  exist. 

Disagreement  will  be  found,  rather,  in  whether  these 
problems  with  our  health  care  system  are  a  curable 
condition,  or  whether  we  should  euthanize  the  system 
providing  the  best  health  care  in  the  world. 
Disagreement  will  be  found  as  to  the  most  effective  way 
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to  deal  with  these  problems,  and  what  price  Americans 
must  pay  for  their  solution. 

I  welcome  this  opportunity  to  examine  these  questions 
with  you  this  morning,  keeping  a  close  eye  on  small 
business  -  the  too  often  overlooked  engine  which  drives 
the  American  economy. 
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OPENING  STATEMENT  OF  THE  HONORABLE  JOHN  J.  LaFALCE 
CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS 

Hearing  on  the  Small  Business  Impact  of 
President  Clinton's  Health  Security  Act 

January  26,  1994 

Over  the  next  several  months,  the  Congress  will  be 
deliberating  at  length  upon  an  issue  that  has  enormous  implications 
for  the  health  and  welfare  of  both  our  citizens  and  our  economy  - 
-  health  care  reform.  This  Committee  expects  to  play  an  integral 
role  in  that  effort,  since  the  small  business  impact  of  President 
Clinton's  Health  Security  Act  and  alternative  approaches  must  be 
one  of  the  focal  points  of  the  debate.  The  Committee  is  delighted 
to  have  with  us  this  morning  the  Administrator  of  the  U.S.  Small 
Business  Administration,  Mr.  Erskine  Bowles,  who  will  be  testifying 
on  the  small  business  implications  of  President  Clinton's  reform 
proposal. 

Large  segments  of  American  society  are  faring  poorly  under 
our  existing  health  care  structure.  However,  it  is  the  small 
business  community  that  has  been  dealt  the  severest  set  of  blows: 

■  Small  firms  pay  35  percent  more  than  large  companies  for 
similar  health  insurance  coverage. 

■  Health  care  costs  have  increased  for  small  business  at 
a  rate  of  20  percent  to  50  percent  annually. 

■  Small  businesses  are  at  the  mercy  of  an  insurance 
industry  that  routinely  discriminates  against  them 
through  occupational  redlining,  price  gouging,  pre- 
existing condition  exclusions  and  the  like. 
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■  Small  businesses  lack  the  bargaining  leverage  to 
negotiate  with  insurance  carriers,  are  drowning  in  a 
bewildering  array  of  insurance  forms,   and  wind  up 
spending  as  much  as  4  0  cents  of  every  health  insurance 
dollar  on  administrative  costs. 

While  it  is  clear  to  all  of  us  sitting  here  today  that  reform 
is  imperative,  disagreements  persist  over  the  type  and  degree  of 
reform  necessary.  I  have  been,  and  continue  to  be,  a  proponent  of 
a  single-payer  health  care  system.  However,  I  have  also  agreed  to 
be  an  original  cosponsor  of  the  President's  Health  Security  Act, 
for  many  reasons,  but  primarily  because  it  is  the  President's  plan, 
and  therefore  stands  the  most  probable  chance  of  being  the  primary 
legislative  vehicle  to  advance  the  cause  of  health  care  reform. 

I  also  believe  the  Clinton  proposal  makes  a  significant  and 
serious  effort  to  tackle  the  unique  health  care  problems  that 
confront  small  business.  The  President's  Health  Security  Act 
would: 

■  Increase  the  purchasing  power  of  small  companies  by 
pooling  them  into  regional  health  alliances; 

■  Enable  small  firms  to  purchase  comprehensive  coverage 
(instead  of  the  bare  bones  or  catastrophic  policies  they 
are  often  forced  to  select  from  today) ; 

■  End  small  market  insurance  abuses  through  such  reforms 
as  open  enrollment  and  community  rating; 

■  Control  the  future  rate  of  growth  of  health  care  costs; 

'    Provide  subsidies  to  small  businesses  who  would  otherwise 
be  unable  to  afford  coverage;  and 
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■  Remove  the  administrative  burdens  from  the  backs  of  small 
businesses,  unleashing  the  business  community  to  do  best 
what  it  should  be  doing  —  competing  in  the  marketplace 
by  producing  better  products  and  services  at  the  best 
possible  price. 

There  are  still,  however,  important  issues  we  must  explore 
regarding  the  precise  impact  of  the  President's  plan.  For  example: 

■  What  percentage  of  small  businesses  who  currently  provide 
health  insurance  will  see  their  costs  fall  under  the 
Clinton  plan; 

'    What  percentage  of  small  businesses  will  be  unable  to 

afford  health  insurance  even  with  the  subsidies  and  what 
will  be  the  fate  of  such  firms; 

■  What  flexibility  is  built  into  the  employer  mandate  for 
those  small  businesses  who  face  bad  economic  times; 

■  What  happens  to  small  businesses  who  rely  on  the  subsidy 
once  the  cap  is  reached; 

■  What  is  the  overall  impact  of  the  President's  Health 
Security  Act  on  employment  and  new  business  start-ups; 

■  will  the  President's  small  business  subsidy  program 
deter  business  expansion  by  encouraging  small  companies 
to  keep  their  work-forces  below  75  employees; 

1  Will  subsidizing  low-wage  businesses  encourage  low  wages 
as  well  as  penalize  high-wage  firms;  and 

■  What  assurances  can  the  Administration  give  small 
businesses  who  are  currently  doing  an  adequate  job 
containing  health  care  costs  that  they  will  be  better  off 
financially  in  a  regional  health  alliance. 


269 

There  is  widespread  interest  in  the  President's  proposal  and 
some  substantial  support  for  it.  However,  in  order  to  achieve  a 
consensus  on  so  important  and  complex  an  issue,  it  is  important 
that  these  and  other  pressing  concerns  be  adequately  addressed. 
Mr.  Bowles,  your  presence  here  today  gives  this  Committee  its  first 
opportunity  to  achieve  a  more  sophisticated  understanding  of  the 
impact  of  the  President's  proposal  on  the  nation's  small 
businesses,  and  we  once  again  welcome  you. 
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OPENING  STATEMENT  OF 
THE  HONORABLE  RONALD  K,  MACHTLEY 

Thank  you  Mr.  Chairman 


!  welcome  back  Mr  Bowles  to  this  committee  and 
thank  him  for  taking  time  out  of  his  busy  day  to  join  us 
for  this  very  important  hearing. 

As  I  reflect  on  the  Issue  before  us,  it  is  clear  that  the 

task  ahead  will  be  formidable  and  arduous. 

Our  deliberations  and  final  result  will  effect  ail 

americans  in  such  a  profound  way,  that  it  will,  quite 

literally,  change  a  way  of  life  we  all  have  been  used 

too. 
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But  we  must  not  forget  that  health  care  reform,  at  the 
expense  of  those  who  need  it  most,  is  a  formula  for 

disaster. 

Today  this  committee  will  hear  from  the  SBA  and  their 

view  of  health  care  reform.  After  reading  the  testimony 

of  the  Administrator,  I  am  concerned  that  the  agency 

responsible  for  protecting  the  interests  of  and 

promoting  the  causes  of  small  business,  is  ignoring 

what  most  small  businesses  are  saying,  "reform,  yes, 

forced  mandates,  no". 

In  my  home  state  of  Rhode  Island,  94%  of  all 

businesses  are  small.  I  hear  from  these  employers 

every  day  and  have  listen  to  their  frustration  and  fears 
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about  the  future.  What  they  are  telling  me  Is  that  while 
health  care  today  has  a  noose  around  their  necks,  the 
Health  Care  Reform  Act  will  kick  the  chair  out. 

To  believe,  as  the  Administration  does,  that  small 
businesses  do  not  provide  health  insurance  simply 
because  they  do  not  want  to,  is  an  insult  to  the  hard 

working  entrepreneur  who  struggles  every  day  to 
make  ends  meet. 

The  administration's  obsession  with  passing  its  health 

care  package,  has  blinded  them  to  the  obvious;  many 

small  enterprises  simply  cannot  afford  health 

care. 
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While  I  realize  that  the  Clinton  plan  promises  to  help 

small  businesses  weather  the  costs,  I  predict  this  new 

mandate  will  only  "help"  them  close  their  doors  to 

jobs  and  opportunity. 

We  cannot  forget  that  small  businesses  are  the 

primary  job  creators  in  this  country.  Their  economic 

viability  is  at  stake  in  this  debate. 

I  believe  It  is  congress'  responsibility  and  this 

committee  duty  to  insure  that  we  do  not  endorse  a 

plan  that  will  have  debilitating  consequences  for  small 

businesses. 

If  we  are  not  vigilant,  the  end  result  will  be  disastrous 
not  only  for  small  businesses  but  for  the  economy  in 
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general 

I  look  forward  to  working  with  the  Administrator  on 

health  care  reform.  If  the  SBA  is  to  remain  the 

champion  of  small  business,  it  must  listen  to  those  it 

is  designed  to  protect. 

Few  would  argue  with  the  need  for  health  care  reform 
but  reform  at  the  expense  of  small  business  Is  not  the 

answer. 

I  am  hopeful  as  this  debate  continues  and  the  political 

rhetoric  diminishes,  we  can  work  together  on  a  plan 

that  will  achieve  substantial  and  lasting  reform 

without  placing  an  unequitable  burden  on  our  nation's 

jobs  providers,  small  business. 
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STATEMENT  OF  REPRESENTATIVE  JAN  MEYERS 

"THE  EFFECTS  OF  HEALTH  CARE  REFORM  ON  SMALL  BUSINESS" 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JANUARY  26,  19  94 

Mr.  Chairman,  thank  you  for  calling  what  I  hope  will  be  the 
first  of  several  hearings  the  Small  Business  Committee  will  be 
holding  this  session  on  the  impact  of  health  care  reform  on  small 
business.   Administrator  Bowles,  thank  you  very  much  for  being 
the  star  witness  at  our  first  hearing  this  session  on  health  care. 
This  is  an  issue  of  monumental  importance  to  the  small  business 
community.    Health  insurance  coverage  has  become  out-of-reach 
for  many  in  the  small  group  market,  as  policies  are  too  expensive 
or  insurers  refuse  to  write  policies  for  small  groups. 
Consequently,  many  persons  who  are  employed  by  small 
businesses,  particularly  those  in  lower-wage,  low-skilled  industries, 
do  not  have  health  insurance. 

The  cost  of  health  care  has  gone  the  way  of  the  cost  of  health 
insurance-skyrocketing  upward,  lapping  the  rate  of  inflation 
many  times  over.   This  has  resulted  in  massive  cost-shifting,  from 
treatment  of  the  uninsured,  to  those  who  have  private  health 
insurance  coverage.  The  challenge  that  now  faces  Congress  is  how 
to  provide  access  to  health  insurance  coverage  for  those  not 
currently  covered,  and  how  to  make  that  coverage  affordable. 

To  President  Clinton  and  First  Lady  Hillary  Rodham 
Clinton's  credit,  they  have  worked  to  develop  a  plan  they  feel  will 
help  "heal"  our  health  care  system.   It  provides  universal  health 
insurance  coverage  and  attempts  to  control  health  care  and  health 
insurance  costs.   However,  I  must  disagree  with  President  and 
Mrs.  Clinton,  and  with  Administrator  Bowles,  in  their  assessment 
that  this  plan  will  be  good  for  all  small  businesses. 

I  oppose  the  mandated  approach  because  of  my  concern  over 
how  small  businesses  will  be  able  to  cope  with  the  financial  load. 
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According  to  a  study  by  LewinA^HI,  the  Administration's  health 
reform  plan  will  cost  small  businesses  $29  billion  in  new 
expenditures  for  the  premiums.   Of  America's  five  million 
employers,  60  percent  have  fewer  than  5  workers,  and  76  percent 
of  this  group  of  employers  are  not  currently  providing  health 
insurance  to  their  employees.   The  new  premium  costs  for  these 
businesses,  even  if  they  qualify  for  the  subsidy,  could  threaten  the 
existence  of  a  marginal  business,  and  put  currently  employed 
people  out  of  work.   Structured  as  a  payroll  tax,  these  premiums 
must  be  paid  whether  the  company  is  profitable,  or  not.    In  my 
opinion,  health  care  coverage,  in  exchange  for  one's  job,  is  not  an 
acceptable  "consequence"  of  health  care  reform. 

Furthermore,  while  the  mandate  will  be  permanent,  I'm  not 
so  sure  the  subsidy  will  be.   As  health  care  premium  costs  outpace 
the  government's  ability  to  provide  the  subsidies,  they  will  surely 
be  phased  downward,  and  eventually  out.   We  may  be  leading 
businesses  to  the  edge  of  a  very  steep  cliff,  and  then  removing 
their  safety  net. 

Another  factor  of  concern  to  me  is  the  increased  paperwork 
that  will  befall  small  businesses  under  the  Health  Security  Act. 
Recordkeeping  requirements  and  the  calculations  needed  to 
qualify  for  the  subsidy  are  just  one  example.   Extensive  reporting 
requirements  to  the  health  alliance,  and  as  an  information  conduit 
from  the  alliance  to  their  employees  will  take  significant  time  and 
paperwork  by  the  employer. 

Mr.  Chairman,  while  I  have  several  other  specific  concerns 
with  the  President's  proposal,  in  general  I  feel  the  plan  takes  the 
wrong  approach.   I  believe  some  of  the  ills  in  our  health  care 
system  can  be  corrected,  without  throwing  out  our  entire  system 
and  starting  over.   As  a  cosponsor  of  H.R.  3080,  the  Affordable 
Health  Care  Reform  Act,  I  believe  we  can  increase  the  number  of 
small  business  employers  who  provide  health  insurance  to 
employees  by  (1)  allowing  small  employers  to  pool  to  purchase 
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insurance;  (2)  requiring  insurers  to  offer  basic,  affordable  plans; 
(3)  prohibiting  preexisting  condition  exclusions;  and  (4)  allowing 
100  percent  tax  deductibility  of  health  insurance  costs  for  the  self- 
employed. 

Administrator  Bowles,  we  greatly  appreciate  your  appearance 
before  the  Committee  this  morning  to  testify  on  this  important 
topic.   While  we  may  not  all  agree  with  your  views  on  health  care 
reform,  I  believe  we  can  all  benefit  from  this  discussion,  as  health 
care  reform  legislation  moves  through  the  House  of 
Representatives. 
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The  Honorable  Kweisi  Mfume 

Opening  Statement 

Before  the  Committee  on  Small  Business 

January  2  6,  1994 

The  Administration's  Health  Care  Reform  Proposal 

Good  morning  Mr.  Chairman,  members  of  the  Committee,  ladies 
and  gentlemen.  I  am  pleased  that  we,  as  a  committee,  have  this 
opportunity  so  early  in  the  session  to  discuss  issues  surrounding 
health  care  reform.  Until  a  final  bill  has  been  ironed  out,  it 
will  be  difficult  to  validate  current  estimates  on  the  costs  of  the 
President's  plan  to  the  government  and  to  small  business,  but  it  is 
certainly  fair  to  say  that  the  Health  Security  Act  could  lead  to  a 
massive  redistribution  of  income  among  American  workers  and 
businesses  within  this  $800  billion  health  care  industry. 

The  Subcommittee  on  Minority  Enterprise,  Finance  and  Urban 
Development,  which  I  chair,  has  determined  through  recent  hearings 
and  other  inquiries  that  the  current  participation  of  minority 
providers  and  suppliers  of  health  care  services  is  extremely 
limited.  Moreover,  there  is  virtually  no  manifest  consideration  in 
health  care  reform  debates  of  minority  primary  care  physicians, 
nurse  practitioners,  insurers,  managed  care  organizations,  generic 
drug  makers  and  distributors,  or  other  minority  players 
participating  in  a  meaningful  fashion  in  this  fast  growing 
industry . 
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Mr.  Chairman,  all  sectors  of  the  health  care  industry  hope  to 
influence  the  shape  and  the  scope  of  the  President's  plan  to 
address  their  individual  concerns  and  are  currently  staking  out 
positions  for  the  struggle  that  lies  ahead.  As  we  on  this 
Committee  begin  debates  on  these  issues,  I  am  hopeful  that  there 
will  be  a  concerted  effort  to  ensure  that  the  interests  and 
concerns  of  small  and  minority  entrepreneurs  and  minority  health 
care  providers  are  considered. 
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STATEMENT  OF  CONGRESSMAN  JIM  RAMSTAD 
BEFORE  THE  SMALL  BUSINESS  COMMITTEE 

January  26,  1994 

Small  Business  and  the  Clinton  Health  Care  Reform  Proposal 

Mr.  Chairman,  thank  you  very  much  for  calling  this  hearing  to  discuss  the  impact  of 
President  Clinton's  health  care  reform  proposal  on  the  small  businesses  that  drive  our 
economy  and  create  jobs. 

Like  many  members  of  this  committee,  and  like  small  business  owners  across  tlie  country,  I 
am  deeply  concerned  that  the  employer  mandate  in  the  Clinton  plan  will  damage  existing 
small  businesses  and  discourage  future  entrepreneurship. 

We  all  know  the  Administration's  plan  requires  all  small  employers  to  pay  80%  of  the 
premiums  of  their  employees'  health  insurance.   These  premiums  --  essentially  a  hidden 
tax  -  could  literally  drive  small  businesses  out  of  business  and  destroy  hundreds  of 
thousands  of  jobs. 

The  ability  of  large  companies  -  those  with  over  5,000  employees  --  to  opt  out  of  this 
system  makes  the  employer  mandate-based  system  even  more  onerous  for  the  small  business 
owner.   That's  because  the  uninsured,  Medicare  and  workers'  compensation  costs  all  will  be 
rolled  into  the  employer  mandated  system.   As  the  Fortune  500s  are  opting  out,  the  small 
businesses  that  do  not  er^iov  that  option  will  be  footing  the  hill  for  their  own  employees,  the 
uninsured,  Medicare  recipients  and  worker's  compensation  --  all  through  their  premium 
payments! 

A  recent  study  of  the  economic  impact  of  the  Clinton  Administration's  proposed  mandate  on 
employers  said  th^  mandates  will  lead  to  the  loss  of  3. 1  million  jobs  nationwide. 

Last  year  we  heard  the  Democrat  leadership  talk  about  a  "Play  or  Pay"  plan  --  which  meant 
employers  either  had  to  cover  their  employees  or  pay  steep  penalties.   The  Clinton  plan 
should  be  called  "Plav  AND  Pav." 

Regardless  of  how  efficiently  employers  can  cover  their  workers'  insurance  costs,  they  will 
be  forced  to  buy  coverage  from  a  monopoly  "regional  health  alliance*  and  pay  government- 
determined  premium  prices.   This  will  drive  costs  up  and  reduce  the  quality  of  care 
available  to  workers. 

We  all  know  that  without  a  thriving  small  business  sector,  our  economy  will  never  grow, 
That's  why  1  was  absolutely  astounded  when,  during  a  health  care  briefing  before  this 
committee,  Hillary  Rodham  Clinton  responded  to  a  question  from  one  of  my  Democrat 
colleagues  on  this  panel  who  expressed  concern  about  the  impact  of  the  plan  on  small 
business  by  saying,  "1  can't  go  out  and  save  every  undercapitalized  entrepreneur  in 
America." 

Mr.  Chairman,  this  cavalier  disregard  for  jobs  and  the  small  businesses  in  our  country  is 
shocldng.   We  will  never  be  able  to  expand  health  care  coverage  to  the  millions  of 
uninsured  Americans  if  the  plan  kills  the  small  business  sector  of  our  economy. 

I  am  also  extremely  concerned  about  the  absence  of  significant  cost  containment  provisions 
in  the  Administration's  proposal.   Two  glaring  contributors  to  rising  health  care  costs  -- 
burdensome  state  mandates  and  skyrocketing  administrative  costs  --  are  inadequately 
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addressed  by  the  plan. 

Under  the  olan  administrative  costs  wiU  rise  even  more  and  the  source  of  expensive 
mStes  win  simply  shift  from  the  state  government  to  the  federal  government. 

Mr  rhairman  we  need  a  comprehensive  cost  containment  strategy  that  reforms  the  medical 

ili^SS/which  add  unnecessary  costs  to  all  health  insurance  policies. 

Thank  you  again  for  holding  this  hearing.   I  look  forward  ^o  djf cussing  with  Adm^ 
Bowles^  whaT  he's  hearing  from  the  small  businesses  that  wiU  have  to  pay  for  this  plan. 
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Statement 
by 


The  Honorable  Lucille  Roybal-AUard 

Committee  on  Small  Business 
Hearing  on  the  Health  Security  Act  of  1993 


January  26,  1994 


Thank  you,  Mr.  Chairman. 

It  is  a  pleasure  to  welcome  our  distinguished  guest,  the  Administrator  of  the 
Small  Business  Administration,  Erskdne  Bowles.  A  pleasure  to  see  you,  again,  Mr. 
Bowles.  I  look  forward  to  your  testimony. 

I  would  like  to  take  this  opportunity  to  thank  the  Administrator  for  going  to  Los 
Angeles  so  qviickly  after  the  earthquake.  I  have  reports  that  your  agency  is  doing  an 
outstanding  job  providing  assistance  to  earthquake  victims.  I  understand  that  inter- 
agency cooperation  between  FEMA,  the  SBA  and  other  federal  agencies  has  been 
excellent.  Apparently,  this  cooperation  has  a  lot  to  do  with  the  success  of  getting 
assistance  to  people  in  a  timely  manner.   Thank  you,  Mr.  Bowles. 

As  the  great  national  debate  on  health  care  reform  goes  forward,  it  is  critical  that 
we  consider  and  that  we  londerstand  the  impact  of  reform  on  small  business. 

It  will  profit  the  country  little,  if,  in  the  process  of  crafting  a  new  health  care 
system,  we  stifle  and  bankrupt  small  business.  We  must  construct  the  new  health  care 
system  and  finance  it  in  a  way  that  is  fair,  that  is  realistic,  and  that  is  sensitive  to  the 
special  needs  and  circumstances  of  small  business. 

However,  government  and  business  have  a  shared  responsibility  to  help  reform 
our  health  care  system  and  make  it  work  for  all  Americans.  There  will  have  to  be 
compromise  and  accommodation  from  all  parties,  and  a  spirit  of  cooperation  so  that  all 
of  us  working  together  can  solve  this  health  care  problem. 

The  President  and  the  First  Lady  have  done  an  outstanding  job  bringing  the  issue 
of  health  care  reform  into  focus  for  the  American  people.  Now,  it  is  time  for  Congress 
to  do  its  part. 

Mr.  Chairman,  1  look  forward  to  working  with  you,  with  members  of  the 
committee,  and  with  our  distingiaished  guest  to  design  and  construct  a  new  health  care 
system  that  is  fair  and  equitable  to  all. 

Thank  you. 
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CONGRESSMAN  WALTER  R.  TUCKER,  m 
SMALL  BUSINESS  COMMITTEE  1-26-94 


I  AM  VERY  PLEASED  TO  BE  HERE  THIS  MORNING  TO  LISTEN  TO  THE  VERY 
IMPORTANT  AND  TIMELY  TESTIMONY  FROM  MY  GOOD  FRIEND 
ADMINISTRATOR  ERSKINE  BOWLES  ON  HOW  PRESIDENT  CLINTON'S  HEALTH 
SECURITY  ACT  WILL  IMPACT  SMALL  BUSINESS.  I  AM  ALSO  PLEASED  TO  SEE 
MR.  KENNETH  THORPE,  DEPUTY  ASSISTANT  SECRETARY  AT  THE 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES  HERE  TO  HELP  OUT  WITH 
TODAY'S  HEARING. 

HEALTH  CARE  REFORM,  AS  WE  ALL  HEARD  LAST  NIGHT  DURING  THE 
PRESIDENT'S  STATE  OF  THE  UNION  ADDRESS,  WILL  BE  A  TOP  PRIORITY  FOR 
THE  WHITE  HOUSE.  HEALTH  CARE  REFORM  IS  ALSO  AT  THE  TOP  OF  THE 
LIST  FOR  THIS  CONGRESS.  I  AM  AN  ORIGINAL  COSOPONSOR  TO  THE  SINGLE- 
PAYER  HEALTH  CARE  SYSTEM  PLAN,  BECAUSE  I  BELIEVE  QUALITY, 
AFFORDABLE  HEALTH  CARE  SHOULD  BE  PROVIDED  TO  ALL  ARE  CITLZENS.  I 
WILL  BE  VERY  INTERESTED  TO  HEAR  HOW  THE  PRESIDENT'S  PLAN 
ADDRESSES  THE  NEED  FOR  QUALITY,  AFFORDABLE  HEALTH  CARE  FOR  ALL 
CITIZENS. 

I  WOULD  LIKE  TO  THANK  BOTH  MR.  BOWLES  AND  MR.  THORPE  FOR  COMING 
IN  TODAY  AND  I  THANK  THE  CHAIRMAN  FOR  CONDUCTING  THIS  VERY 
IMPORTANT  HEARING. 
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OPENING  STATEMENT  OF 

CONGRESSMAN  BILL  ZELIFF  (R-NH) 

SMALL  BUSINESS  COMMITTEE 

January  26,  1994 

Mr.  Chairman,  thank  you  for  calling  today's  hearing  on  The  Effects  of 
Health  Care  Reform  on  Small  Business.    Access  to  affordable  health  care  is, 
without  a  doubt  one  of  the  most  important  issues  facing  our  nation.    It  is 
critical  that  we  do  not  mandate  health  care  reform  in  such  a  way  as  to 
damage  our  small  businesses. 

I  am  dedicated  to  making  our  health  care  system  more  affordable  and 
accessible  to  all  Americans.    Rising  health  care  costs  are  placing  increasing 
pressure  on  public  and  private  health  care  financing  programs  in  a  time  of 
limited  resources.    Over  the  past  decade,  health  care  spending  has  grown 
faster  than  spending  in  the  general  economy.    Federal  estimates  for  1992 
indicate  that  health  spending  topped  $840  billion  compared  with  $671  billion 
in  1989.    This  expenditure  is  14  percent  of  the  Gross  National  Product,  the 
highest  percentage  of  any  developed  nation.    Yet  for  all  this  spending,  our 
health  care  system  is  becoming  less  affordable  and  less  accessible. 

The  U.S.  health  care  system  does  not  assure  people  access  to  primary 
and  preventive  care.    Instead,  people  are  cared  for  once  they  are  ill  and  the 
care  needed  is  more  acute,  thus  more  costly.    Expensive  emergency  care  and 
the  spiraling  health  care  inflation  rate  now  encourage  insurers  to  avoid  risk 
rather  than  sharing  it  across  a  broad  financial  base.    As  the  system  excludes 
more  and  more  people,  the  cost  of  uncompensated  care  rises  and  shifts  the 
costs  of  the  uninsured  to  those  with  private  health  care  coverage. 

In  May  of  1991,  I  formed  a  Congressional  Task  Force  on  Health  Care. 
The  Task  Force  consisted  of  75  members  from  all  aspects  of  the  New 
Hampshire  health  care  community.    This  included  physicians,  insurance 
representatives  (public  and  private),  labor  representatives,  college  professors, 
nurses,  pharmacists,  chiropractors,  attorneys,  hospital  and  nursing  home 
administrators,  state  legislators,  businessmen  and  women,  and  private 
citizens.    The  task  force  accepted  a  wide  variety  of  input  ranging  from  their 
own  personal  testimony,  to  official  literature  on  the  health  care  system,  to 
input  from  outside  experts,  as  well  as  public  testimony  resulting  from  forums 
held  in  Laconia,  Manchester,  Portsmouth,  and  North  Conway. 

The  mission  of  the  Task  Force,  in  light  of  the  problems  concerning 
health  care  access  and  affordability,  was  for  the  members  to  define  the 
necessary  solutions  to  control  cost  and  to  provide  the  most  accessible, 
quality  care  possible  to  the  American  public  and  small  business.    The  ability 
of  the  Task  Force  to  afford  me  a  uniquely  New  Hampshire  perspective  on 
the  entire  issue  has  been  of  great  benefit  to  me.    This  large  cross-section  of 
representation  has  served  to  give  me  a  wider  view  of  both  the  state  and 
national  priorities  involved  in  health  care  reform. 
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I  have  analyzed  the  report  of  the  Task  Force,  and  in  turn  have 
developed  my  plan  to  solve  the  health  care  crisis  in  New  Hampshire,  and  the 
nation.    This  plan,  a  result  of  over  a  year  and  a  half  of  in  depth  analysis, 
will  provide  the  necessary  reforms  to  our  health  care  system  to  assure 
affordability  and  accessibility  for  all  people. 

Most  recently,  I  conducted  four  public  forums  throughout  my  district  to 
discuss  all  the  different  plans  that  have  been  proposed.    I  had  members  of 
my  Task  Force  serve  on  the  different  panels,  which  represented  general 
areas  of  interest  in  the  health  care  debate.    I  also  spent  an  entire  week 
visiting  over  25  health  care  outlets  around  the  state.    We  talked  with  over 
500  people  during  the  course  of  those  forums  and  visits,  and  the  discussions 
proved  educational  and  informative  for  all  sides. 

People  are  concerned,  and  I  would  even  say  scared  about  what  we're 
doing  here.    Personally,  I  don't  blame  them  one  bit.    We  have  a  lot  of  very 
serious  questions  that  need  to  be  addressed  as  we  begin  this  debate.    I 
applaud  the  Chairman  for  holding  this  hearing  on  the  effect  on  what  is 
without  a  doubt  the  most  precious  industry  we  have  in  America  ...  our  small 
businesses.    I  am  very  concerned  with  the  proposal  of  the  President,  which 
will  place  many  small  businesses  in  jeopardy.    No  matter  which  way  you 
look  at  it,  employer  mandates  are  bad  news  for  small  business  ~  even  with 
subsidies.    I  could  go  on,  Mr.  Chairman,  but  I  am  looking  forward  to 
hearing  Administrator  Bowles  and  Dr.  Thorpe  address  this  and  other 
concerns  many  of  us  in  the  Committee  have. 

Thank  you. 
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STATEMENT  OF  ERSKINE  B.  BOWLES 

ADMINISTRATOR 

U.S.  SMALL  BUSINESS  ADMINISTRATION 

BEFORE  THE 

HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

JANUARY  26,  1994 

THE  EFFECTS  OF  HEALTH  CARE  REFORM 
ON  SMALL  BUSINESS 
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Chairman  LaFalce,  Congresswoman  Meyers,  and  members  of  the 
Committee,  I  appreciate  the  opportunity  to  appear  before  you 
today  to  discuss  how  the  President's  Health  Security  Act  will 
affect  small  business.   I  am  accompanied  today  by  Dr.  Kenneth 
Thorpe,  Deputy  Assistant  Secretary  for  Health  Policy  at  the 
Department  of  Health  and  Human  Services,  who  will  join  me  in 
answering  any  questions  you  have  on  the  President's  health  care 
plan. 

Mr.  Chairman,  I  would  like  to  say  up  front  that  I  do  not 
believe  we  could  devise  a  health  care  system  that  is  more  anti- 
small  business  than  the  current  health  care  system  that  exists  in 
this  country. 

We  spend  more  for  health  care  than  any  other  nation  in  the 
world,  and  much  of  this  burden  is  on  the  back  of  small 
businesses. 

The  President's  approach,  the  Health  Security  Act, 
represents  a  comprehensive  solution  that  will  benefit  small 
businesses  and  their  workers.   The  President  wanted  to  be  sure 
that  his  approach  will  help  small  business  and  that  it  will 
provide  them  with  real  insurance.   As  a  result,  for  the  first 
time  ever,  small  business  will  be  able  to  buy  quality, 
comprehensive  insurance  at  an  affordable  rate. 

Mr.  Chairman,  I  also  am  concerned  by  what  could  happen  to 
our  country  and  to  small  business  if  we  don't  enact  comprehensive 
health  care  reform  and  do  it  now.   Let's  talk  about  what  the 
current  health  care  system  is  doing  to  our  country  first,  and 
then  what  it  is  doing  to  small  business. 
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RISING  HEALTH  COSTS:   THE  BIG  PICTURE 

The  statistics  reflecting  the  current  health  care  system  are 
frightening.   Every  month,  two  million  people  lose  their  health 
care  coverage.   During  the  next  two  years,  one  out  of  four 
Americans  will  be  without  health  care  coverage  for  a  period  of 
time.   There  are,  according  to  new  estimates,  almost  39  million 
Americans  without  health  insurance  today,  and  another  22  million 
who  are  under insured. 

The  rising  costs  of  health  care  are  out  of  control.   The 
U.S.  now  spends  more  per  capita  on  health  care  than  any  other 
country  in  the  world;  more  than  double  what  Japan  spends  and  40% 
more  than  Canada,  which  is  the  country  that  devotes  the  second 
largest  percentage  of  its  income  to  health  care. 

Twenty-five  years  ago,  health  care  consumed  5.9%  of  GDP.   In 
1992,  that  number  topped  14%  to  reach  a  staggering  total  of  $840 
billion.   By  the  year  2000  we  could  see  health  care  spending  top 
$1.6  trillion  and  cost  over  18%  of  GDP  if  this  trend  continues. 
If  we  do  nothing,  health  care  costs  will  consume  about  two-thirds 
of  the  increase  of  GDP  in  the  rest  of  this  decade.   Clearly,  from 
a  macro  economic  viewpoint,  we  have  a  serious  problem  in  this 
country  with  our  health  care  costs. 


SKYROCKETING  HEALTH  CARE  COSTS  HURT  SMALL  BUSINESS 

Small  business  is  faced  with  the  worst  of  all  worlds  with 
respect  to  rising  health  care  costs.   The  small  businesses  that 
are  still  able  to  afford  to  provide  their  employees  with  health 
care  coverage  are  experiencing  skyrocketing  cost  increases. 
Health  care  costs  have  increased  for  small  business  at  a  rate  of 
20%  to  50%  a  year.   The  administrative  load  on  health  insurance 
premiums  is  35  percentage  points  higher  for  small  businesses  than 
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it  is  for  big  businesses,  and  the  rate  of  increase  in  the  cost  of 
health  care  for  small  businesses  can  be  as  much  as  50%  higher 
than  the  rate  of  increase  for  big  businesses.   Unfortunately,  the 
smaller  the  company,  the  more  disproportionate  are  the  costs  they 
pay  for  health  insurance. 

ABUSES  OF  CURRENT  SYSTEM  DISADVANTAGE  SMALL  BUSINESS 

Not  only  have  small  businesses  experienced  skyrocketing 
increases  in  the  cost  of  health  care,  they  also  have  been 
subjected  to  blatant  abuses  that  occur  within  the  health  care 
system.   These  abuses  include  such  practices  as  occupational 
redlining,  whereby  insurers  will  simply  refuse  to  cover  entire 
industries  perceived  to  be  too  high  a  risk.   These  industries 
often  include  such  basic  businesses  as  automobile  dealerships, 
florists,  grocery  stores,  barber  and  beauty  shops,  construction 
companies,  and  trucking  firms. 

Some  insurance  companies  also  engage  in  price  baiting  and 
gouging,  by  offering  discounted  rates  for  the  first  year  of 
coverage,  to  be  followed  by  much  higher  rates  in  the  next  year 
when  pre-existing  condition  exclusions  expire.   Many  insurance 
companies  refuse  to  renew  insurance  policies  if  one  of  the 
employees  of  a  small  business  gets  sick  and  really  needs 
insurance.   When  this  happens,  the  insurer  may  either  pull  the 
policy  or  raise  the  cost  to  an  unaffordable  level. 

OTHER  WAYS  THE  CURRENT  SYSTEM  PENALIZES  SMALL  BUSINESS 

Unlike  large  firms,  small  business  owners  generally  don't 
have  a  benefits  department.   The  small  business  owner  or  a  valued 
employee  must  perform  all  the  functions  of  such  a  department.   As 
a  result,  the  small  business  owner  not  only  loses  valuable  time 
away  from  his  business,  but  he  also  is  at  a  disadvantage  when 
trying  to  negotiate  the  purchase  of  a  benefit  for  his  employees 
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that  is  extraordinarily  complicated  to  understand  and  is 
constantly  changing. 

A  self-employed  individual  also  operates  at  a  disadvantage 
because  of  the  inequitable  tax  policies  for  the  self-employed.   A 
self-employed  individual  is  only  allowed  to  deduct  as  a  business 
expense  up  to  25%  of  the  cost  of  health  care  coverage.   All  other 
businesses  are  able  to  deduct  the  full  amount  they  pay  for 
coverage.   This  is  clearly  unfair  to  the  self-employed  and 
almost,  by  definition,  increases  their  cost  of  insurance  for 
their  families. 

Workers'  compensation  has  also  become  a  bigger  burden  to 
small  business  owners.   In  1992,  medical  claims  accounted  for  41 
percent  of  all  workers'  compensation  benefit  payments,  up  from  33 
percent  in  1980.   Whereas  the  cost  of  health  care  increased  by 
about  102%  between  1980  and  1987,  the  cost  of  health  care  in  the 
workers'  compensation  system  rose  by  151%  during  that  period. 

Clearly,  small  businesses  have  a  large  stake  in  solving  the 
health  care  crisis  in  this  country. 


SOLUTION:   UNIVERSAL  COVERAGE 

Today,  together  with  individuals,  three  major  groups  finance 
the  cost  of  health  care  in  this  country: 

1.  The  government; 

2.  Self-insured  companies  —  generally  big  corporations;  and 

3.  Businesses  which  insure  through  traditional  insurance 
companies  —  generally  small  businesses. 
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These  groups  finance  virtually  all  of  the  nation's  health 
care  spending.  When  one  of  these  groups  pays  less,  the  others 
must  pay  more  to  cover  the  cost. 

Large,  self-insured  plans  frequently  have  a  great  deal  of 
clout  in  a  given  area  and  can  negotiate  with  providers  to  reduce 
the  impact  of  this  cost  shift  on  them.   Small  employers,  however, 
have  no  ability  to  reduce  this  cost  shift  and  must  bear  its  full 
brunt. 

This  same  cost  shifting  scenario  also  occurs  when  providers 
deliver  uncompensated  care,  primarily  to  the  uninsured.   Make  no 
mistake  about  it,  the  uninsured  are  provided  health  care  in  this 
country.   They  simply  get  it  at  the  emergency  room  at  four  or 
five  times  the  cost  it  would  be  at  the  doctor's  office.   And 
because  there  is  no  insurance  coverage,  someone  has  to  pay  for 
this  treatment.   Clearly,  no  part  of  the  business  community  is 
hit  harder  by  the  high  cost  of  the  uninsured  than  small  business. 

A  solution  that  doesn't  guarantee  comprehensive  benefits  to 
every  American  is  simply  no  solution.   Unless  everyone  is 
covered,  we  will  continue  to  have  the  cost  shifting  that  has  gone 
on  in  the  past.   Unfortunately,  the  sector  of  the  economy  that 
will  bear  a  big  portion  of  this  cost  shift  will  be  small 
business. 

HOW  THE  HEALTH  SECURITY  ACT  WORKS  FOR  SMALL  BUSINESS 

The  Health  Security  Act  provides  small  business  with 
quality,  comprehensive  insurance  coverage  at  an  affordable  rate. 
The  President  worked  hard  to  give  small  business  owners 
comprehensive  and  affordable  insurance  —  for  themselves  and 
their  employees  —  that  could  not  be  taken  away. 


292 


The  Health  Security  Act  will  control  the  skyrocketing  cost 
of  health  insurance  by  increasing  competition  in  health  care, 
reducing  administrative  costs,  cracking  down  on  fraud  and  abuse, 
emphasizing  preventative  care,  and  by  giving  small  businesses  and 
consumers  negotiating  and  buying  power.   The  Act  shifts  the  power 
of  the  marketplace  to  benefit  the  consumer.   And  as  a  backup 
mechanism,  the  Act  puts  a  limit  on  how  much  insurance  companies 
can  raise  premiums. 

The  Act  makes  the  health  care  system  more  efficient.   The 
plan  reduces  administrative  costs  through  standardized  forms, 
uniform  billing,  electronic  claims  submission,  creating  a  uniform 
benefits  package,  and  malpractice  reform. 

The  Act  also  reduces  the  enormous  burden  of  paperwork  and 
administration  that  currently  falls  on  small  business.   The  cost 
of  administering  coverage  in  small  companies  declines  because 
they  purchase  through  health  alliances  that  exercise  market  power 
reserved  only  for  large  employers  in  today's  system. 

The  Health  Security  Act  will  give  small  business  what  it 
needs  by  offering: 

1.    Rock  solid,  comprehensive  insurance  coverage  --  not  a  bare 
bones  plan  or  just  catastrophic  coverage,  but  real 
insurance.   In  addition  it  offers  the  general  guarantee  that 
no  firm  with  fewer  than  5,000  employees  will  pay  more  than 
7.9  percent  of  payroll  for  health  benefits  because  the  Act 
will  provide  special  discounts  to  businesses  with  75  or 
fewer  workers  if  their  wages  average  less  than  $24,000. 
This  is  to  provide  adequate  protection  with  a  smooth 
transition  as  companies  grow  in  size  —  enabling  small 
businesses  to  continue  to  thrive  and  create  jobs. 
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2.  A  limit  on  insurance  premium  growth  to  ensure  that  the  cost 
of  health  care  will  increase  by  approximately  the  rate  of 
growth  of  wages,  as  opposed  to  current  skyrocketing  costs. 

3.  Elimination  of  insurance  company  abuses  of  the  current 
health  care  system.   If  one  worker  in  a  small  business  or 
his  or  her  dependent  becomes  seriously  ill,  the  business 
will  no  longer  see  their  rates  jacked  up  beyond  belief  or 
lose  coverage  for  the  sick  employee  or  dependent. 

4.  Full,  100  percent  tax  deductibility  of  coverage  for  the 
self-employed  instead  of  the  current  25%  deductibility. 

5.  Real  choice  for  employees  to  choose  their  own  health  plan 
from  at  least  three  alternative  plans,  including  one  fee- 
for-service  plan,  something  that  many  employees  don't  have 
today. 

6.  Finally,  the  plan  removes  the  hassle  that  small  businesses 
must  now  undergo  in  dealing  with  insurance  companies  and 
frees  up  valuable  time  for  the  small  business  owner  to 
manage  and  grow  his  or  her  business. 

In  summary,  Mr.  Chairman,  I  am  confident  that  when  small 
business  owners  who  provide  insurance  compare  the  Health  Security 
Act  to  their  current  plan,  the  vast  majority  of  them  will  see 
both  a  decrease  in  cost  and  better  coverage.   Small  business 
owners  who  have  wanted  to  offer  their  employees  insurance  but 
couldn't  afford  it  will  see  a  comprehensive  plan  that  they  can 
afford.   And  those  very  small  businesses  that  pay  low  wages  are 
going  to  be  able  to  offer  their  employees  rock-solid, 
comprehensive  insurance  coverage. 
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Every  small  business  may  not  necessarily  pay  less  under  the 
Health  Security  Act,  but  the  vast  majority  will.   Those  small 
businesses  that  have  been  scared  off  by  the  constantly  escalating 
cost  of  health  insurance  and  the  relatively  poor  coverage  will 
see  a  plan  that  they  can  afford  to  offer. 

Mr.  Chairman,  I  am  convinced  that  small  business  owners, 
when  they  examine  the  facts,  will  realize  the  value  of  the  Health 
Security  Act.   They  will  understand  that  the  Act  is  good  for 
small  business. 

Thank  you. 
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Chairman  LaFalce  and  Congresswoman  Meyers,  I  want  thank  you 
for  calling  this  hearing.   I  appreciate  the  continued  leadership 
of  the  Small  Business  Committee  in  its  work  on  health  care  reform 
in  America.   This  committee  more  than  others  appreciates  the 
potential  impact  of  health  care  reform  on  small  business.   It  is 
my  goal,  and  it  should  be  the  goal  of  this  committee,  to  ensure 
that  the  backbone  of  the  American  economy  —  small  business  — 
remain  protected  from  harmful  mandates  and  unnecessary  burdens 
that  may  jeopardize  economic  security. 

I  would  also  like  to  welcome  Mr.  Joseph  Passman  of  Baton 
Rouge,  Louisiana,  who  serves  as  President  of  the  Louisiana  Health 
Care  Alliance  and  as  Health  Care  Task  Force  and  Governmental 
Affairs  Committee  Chairman  for  the  National  Business  Coalition  on 
Health.   The  Alliance's  mission  is  to  develop  and  sustain  a 
purchaser,  patient  and  provider  partnership  that  will 
continuously  improve  the  quality  and  value  of  health  care  in 
Louisiana.   This  is  accomplished  through  a  program  that  includes 
education,  model  program  development  and  group  purchasing. 

I  eun  encouraged  that  our  Committee  has  the  opportunity  to 
discuss  health  plan  purchasing  cooperatives,  or  "Alliances",  with 
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Mr.  Passman.   We  are  fortunate  because  Mr.  Passman  will  show  us 
that  health  care  reform  can  be  achieved  through  market  driven 
means  without  imposing  heavy-handed  government  intervention. 
Most  importantly,  we  have  the  unique  opportunity  to  hear  Mr. 
Passman  describe  how  throughout  America,  successful  models  of 
effective,  voluntary,  free-market  alliances  are  providing  access 
for  millions  of  Americans  to  acquire  affordable,  quality  health 
care.   I  believe  that  as  we  continue  to  debate  health  care  reform 
before  this  Committee  and  in  the  House  of  Representatives  we  must 
pay  careful  attention  to  reform  activity  that  is  already  in 
motion  in  the  private  sector,  because  we  will  notice  that  in  the 
rest  of  America  outside  the  Beltway,  market  driven  health  reform 
continues  to  advance  sophisticated  reforms  in  our  health  system 
without  interference  from  burdensome  government  regulation. 

I  am  sure  that  all  of  us  agree  that  the  health  of  the 
American  economy  depends  on  small  business.   More  jobs  are 
created  and  greater  economic  vitality  is  experienced  within 
American  small  business  than  in  any  other  aspect  of  our  economy. 
Indeed,  small  business  is  the  foundation  of  our  national  economy; 
however,  I  am  concerned  that  as  health  care  plans  like  President 
Clinton's  Health  Security  Act  loom  over  our  heads  like  a  dark 
cloud,  small  business  is  poised  for  tragedy. 

The  President's  plan  threatens  the  security  of  small 
business  by  imposing  unfair  employer  mandates  to  fund  an 
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incomprehensible  system  that  at  >est  guarantees  unreliable  health 
care  delivery  and  uncertain  job  security.   Furthermore,  the  small 
business  industry  will  be  forcecf  into  a  network  of  government- 
run  purchasing  cooperatives  that  will  inhibit  employer 
independence . 

Today,  however,  we  are  assembled  to  ask  our  panelists 
whether  alliances  are  the  practical  approach  to  empower  consumers 
to  purchase  adequate  medical  care,  and  their  impact  on  small 
businesses?  I  believe  that  health  plan  purchasing  cooperatives 
are  an  innovative  approach  to  empowering  Americans  to  purchase 
health  care,  but  I  feel  that  we  -must  pay  careful  attention  to  how 
the  various  health  reform  plans  define  "alliances".   For 
instance,  the  President  believes  that  alliances  should  be 
mandatory  and  managed  entirely  by  the  federal  government.   Under 
the  Clinton  plan,  alliances  would  extract  taxes  from  small 
businesses  while  locking  them  into  a  government  agency. 

I  am  afraid  that  too  many  reform  plans  propose  to  solve  our 
health  care  dilemma  by  creating  larger  government  while  totally 
disregarding  the  advances  taking  place  naturally  and  rapidly  in 
the  marketplace.   Not  too  long  ago,  the  Labor  Department  reported 
that  health  prices  rose  5.5%  in  the  12-month  period  ending  in 
November  1993  —  the  smallest  increase  since  1973.   In 
Washington,  D.C.  alone,  health  prices  rose  a  mere  3%  —  the 
smallest  gain  since  1965. 
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Furthermore,  not  only  are  health  care  prices  going  down,  but 
personal  expenditures  on  medical  care  rose  only  5%  during  the 
first  three  quarters  in  1993,  compared  with  8.1%  in  1992, 
according  to  a  Department  of  Commerce  study.   This  was  the  lowest 
increase  since  the  period  that  ended  in  1974  when  medical 
inflation  was  5.3%.. 

These  statistics  are  important  insomuch  as  the  impetus 
behind  the  Clinton  plan  relies  on  the  skyrocketing  costs  of 
health  care  as  the  foundation  of  his  plan.   Clinton  claims  that 
because  health  care  costs  are  out  of  control,  "it  is  clear  that 
only  comprehensive  reform  will  work."  However,  these  Labor 
statistics  indicate  that  although  health  care  reform  remains 
necessary,  market  reforms  are  working. 

The  Clinton  administration  responded  to  the  Department  of 
Labor  report  by  asserting  that  market  forces  have  begun  to  reform 
due  to  administration  pressure  to  reform  health  care.   Such  a 
claim  is  ludicrous  because  market  forces  have  been  driving  down 
medical  costs  for  the  past  four  to  five  years  —  long  before  the 
President  was  elected. 

Why  are  cost  coming  back  down?  Private  firms  are  pressuring 
insurance  companies  to  freeze  or  cut  premiums,  and  insurance 
companies  are  pressuring  hospitals,  doctors  and  pharmaceutical 
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makers.   Employers  are  limiting  the  choices  their  workers  can 
make  etbout  health  care  by  guiding  them  into  highly  competitive 
HMOs  and  other  managed-care  groups.   Employees  are  also  paying  a 
little  more  of  their  health  bills  themselves. 

For  example,  the  California  State  Employees  Health  Plan 
(Calpers)  has  demanded  a  5%  decrease  in  1994,  which  would  cut  $80 
million  from  the  $1.6  billion  that  is  spent  to  cover  980,000 
employees,  retirees,  and  their  families  in  1993. 

The  result?   A  new  U.S.  Chamber  of  Commerce  study  of  1,100 
corporations  found  that  the  average  cost  to  employers  for  medical 
and  dental  insurance  actually  dropped  between  1991  and  1992  — 
from  $2,811  to  $2,754  per  worker.   This  information  virtually 
undermines  President  Clinton's  health  proposal  by  establishing 
with  statistical  evidence  that  natural  market  forces  will  drive 
down  medical  costs  and  save  the  consumer  money  while  providing 
adequate,  affordable  health  care;  whereas,  the  President's  plan 
would  impose  a  7.9%  payroll  tax,  shared  by  the  employer  and 
employee,  that  will  threaten  job  security,  reduce  employee 
benefits,  and  disrupt  economic  health  among  business  —  all  for 
questioneJile  benefits  and  more  government  headache. 

One  may  be  compelled  to  question  the  reliability  of  this 
trend.   As  stated  earlier,  some  assert  that  the  market  is 
responding  to  the  President's  efforts  to  reform  health  care 
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delivery,  claiming  that  this  may  be  an  insincere  adjustment  to 
what  is  inevitable.   However,  with  history  as  our  guide,  the 
Health  Care  Financing  administration  estimated  a  year  ago  that 
spending  on  health  care  would  reach  an  incredible  $16  trillion, 
or  32%  of  GDP,  by  the  year  2030  (1993  spending  was  about  14% 
GDP)  . 

But  we  will  remember  in  a  similar  situation  during  the 
1970s,  as  oil  prices  were  skyrocketing,  that  similar  estimates 
were  made  about  U.S.  energy  costs;  however,  instead  of  prices 
riding,  oil  prices  fell  from  $32/barrel  to  $15/barrel.  And  as 
with  health  care,  supply  and  demand  continued  to  rise. 

Is  this  evidence  that  there  is  no  health  care  crisis? 
Certainly  not,  because  if  the  most  powerful  nation  in  the  world 
enjoys  a  wealth  of  sophisticated  medical  technology  while 
millions  are  denied  adequate  health  care,  that  is  certainly  a 
crisis.   However,  such  evidence  indicates  that  health  reform  can 
be  achieved  effectively  and  thoroughly  with  creating  more 
government  bureaucracy  and  interference.   I  think  experts  like 
Mr.  Passman  will  demonstrate  that  not  only  can  we  attain  health 
care  reform  within  the  free  market,  but  that  such  reforms  are 
underway;  and  if  Congress  is  to  create  a  system  based  on 
alliances,  then  it  is  incumbent  upon  us  to  preserve  the  security 
and  stability  of  American  small  business  by  removing  government 
as  best  we  can  from  the  management  of  such  a  model. 
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Mr.  Chairman  and  Congresswoman  Meyers,  again  I  thank  you  for 
calling  us  together.   In  the  coming  weeks  we  will  draft  the  most 
important  piece  of  legislation  Congress  will  have  produced  in 
generations.   I  look  forward  to  working  with  you  and  the  other 
members  of  our  committee  to  realize  this  goal.   Thank  you  very 
much . 
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SMALL  BUSINESS  COMMITTEE 

REGIONAL  HEALTH  ALLL\NCES 

MAC  COLLINS  (GA-3) 

MARCH  10,  1994 


Thank  You  Mr.  Chairman. 

I  appreciate  this  opportunity  to  hear  testimony  about  the 
impact  regional  health  alliances  will  have  on  the  small 
business  community.  A  couple  of  weeks  ago  we  heard 
from  the  Administrator  of  the  Small  Business 
Administration  and  his  opinions  about  how  mandatory 
regional  health  alliances  are  a  necessary  part  of  health  care 
reform.  However,  in  my  opinion  he  failed  to  demonstrate 
how  these  new  federal  mandates  on  states  and  the  private 
sector  will  make  the  health  care  process  easier,  more 
efficient  or  in  any  way  a  more  positive  experience  for  the 
small  business  owner. 

An  analysis  of  the  President's  Health  Security  Act 
conducted  by  Multinational  Business  Services,  Inc., 
highlights  these  alarming  facts: 
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o  To  implement  the  Health  Security  Act,  federal  and  state 
governments,  along  with  the  private  sector,  will  have 
to  comply  with  818  new  regulatory  mandates.  This 
expansion  is  equal  to  approximately  10  times  the 
number  of  regulations  currently  required  to  operate  tiie 
federal-state  Medicaid  program;  or, 

o  approximately  2.5  times  ttie  number  of  regulations  to 
operate  the  Medicare  program,  which  is  fully  federal. 

In  the  third  district  of  Georgia  I  hear  a  message  loud  and 
clear  about  health  care.  Everyone  agrees  that  tiiere  are 
problems  in  health  care:  portability  restrictions,  pre- 
existing condition  limitations,  abuse  of  the  legal  system  in 
health  care,  needs  for  fair  treatment  in  the  tax  codes.  But 
these  are  problems  that  can  be  fixed  by  strengthening,  not 
weakening,  the  current  private-market  health  care  system. 
Georgia  residents,  and  people  all  over  tiiis  country  are 
saying:  improve  the  health  care  system  without  creating  a 
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new  government  bureaucracy  that  will  be  more  intrusive 
and  more  costly  to  the  American  taxpayer. 

Thank   you   Mr.    Chairman.      I   look   forward   to   the 
testimony. 
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OPENINCLSTATEMENT  OF  CONGRESSMAN  JAY  KIM 

* R0D3E  COMMITTEE  ON  SMALL  BUSINESS 

MARCH  10,  1994 


Mr.  Chairman,  Mrs.  Meyers,  I  thank  you  for  holding  this 
hearing  today  and  I  thank  the  witnesses  for  agreeing  to 
testify  on  an  extremely  important  topic.  I  am  sure  that 
their  testimony  will  be  enlightening. 

The  idea  behind  health  alliances  has  been  around  for 
quite  some  time.  That  idea  is  quite  simple:  By  grouping 
together  in  purchasing  cooperatives,  purchasers  of 
health  insurance  can  gain  substantial  bargaining  power 
in  the  health  care  marketplace.  Doing  so  can  help 
provide  individuals  and  businesses  access  to  affordable 
coverage  while  at  the  same  time  controlling  costs  in  the 
health  care  industry. 
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Unfortunately,  the  Clinton  Administration  has  taken  a 
good  idea  and  transfigured  it  into  something 
unrecognizable.  I  am  reminded  of  the  old  joke  that  a 
camel  is  a  horse  designed  by  committee...  I  think  that 
same  committee  designed  the  Clinton  health  care  plan... 

The  fact  is  that  the  "alliances"  created  under  the  Clinton 
plan  are  much  more  than  purchasing  cooperatives.  In 
fact...  let  there  be  no  mistake  about  what  the  proposed 
"alliances"  really  would  be...  They  would  be 
bureaucratic,  monopolistic,  government  agencies  with 
tremendous  power  over  the  health  and  well-being  of  the 
American  people. 

In  case  there  is  any  doubt  about  this  fact,  let's  look  at 
some  of  the  things  alliances  would  have  the  power  to 
do:  They  would  have  the  power  to  determine  which 
health  plans  are  offered  in  a  region...  institute  collection 
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procedures  to  ensure  that  premiums  are  paid  in  full... 
enforce  premium  caps...  set  doctors'  fee  schedules... 
borrow  money...  and  levy  surcharges  on  individuals  and 
businesses  to  cover  shortfalls  in  alliance  revenues. 

In  short,  the  primary  function  of  President  Clinton's 
"alliances"  is  nst  to  serve  as  purchasing  cooperatives... 
Instead,  their  primary  function  is  to  serve  as  the 
principal  enforcement  mechanism  for  a  government  run, 
nationalized  health  care  system.  To  claim  otherwise,  I 
believe,  is  to  ignore  the  facts. 

Given  these  facts,  I  think  it  becomes  clear  that  President 
Clinton's  "alliances"  will  not  do  anything  to  help  small 
businesses  gain  access  to  affordable  insurance.  Instead, 
the  alliances  would  only  make  life  more  difficult  for  small 
businesses  by  imposing  more  regulatory  burdens  and 
administrative  hassles  on  small  business. 
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Of  course,  the  fact  that  the  President's  "alliances"  are 
a  bad  idea  does  not  mean  that  purchasing  cooperatives 
do  not  have  a  role  in  health  care  reform.  As  I  have 
already  stated,  purchasing  cooperatives...  If  properly 
structured...  are  an  excellent  way  to  give  small 
businesses  power  in  the  health  care  marketplace. 
However,  to  be  truly  effective,  such  cooperatives  must 
have  the  following  characteristics:  They  must  be 
voluntary:  they  must  be  allowed  to  compete  against  one 
another;  they  should  be  accountable  to  the  members 
they  serve:  and  their  reach  must  be  limited  to  those 
segments  of  the  population  who  are  not  being  served 
well  by  the  current  system. 

I  believe  that  by  establishing  purchasing  cooperatives 
with  these  characteristics-  and  by  avoiding  the  kind  of 
bureaucratic     monstrosities     that     President     Clinton 
proposes-  we  can  truly  make  a  difference  for  the  small 
businesses  of  this  country.    Thank  you  Mr.  Chairman. 
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OPENING  STATEMENT  OF  THE  HONORABLE  JOHN  J.  LaFALCE 
CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS 

Hearing  on  Health  Alliances; 
Will  They  Help  or  Hinder  the  Small  Business  Comniuity? 

March  10,  1994 

Today  the  Small  Business  Conunittee  continues  its  series  of 
hearings  on  national  health  care  reform,  with  a  look  at  an  issue 
that  has  been  the  source  of  increasing  criticism  and  debate  —  the 
health  alliance. 

Alliances,  or  some  other  form  of  group  purchasing 
arrangements,  are  a  common  feature  in  many  of  the  major  competing 
health  care  reform  proposals  currently  pending  in  Congress.  The 
"health  alliance"  in  President  Clinton's  Health  Security  Act  (H.R. 
3600/S.  1757),  the  "health  plan  purchasing  cooperative"  in  the 
Cooper/Breaux  bill  (H.R.  3222/S.  1579),  and  the  "purchasing  group" 
in  the  Thomas/Chafee  bill  (H.R.3704/S.  1770)  all  serve  as  networks 
through  which  employers  or  individuals  purchase  their  health 
insurance.  Their  goal  is  to  ensure  that  health  plans  compete  for 
enrollment  on  the  basis  of  price  and  quality,  not  merely  the 
selection  of  good  risk. 

The  role  of  alliances  in  the  Clinton,  Cooper  and  Chafee  bills 
is  similar  in  a  number  of  respects.  The  alliances  are  designed  to 
contract  with  various  health  plans,  enroll  individuals  in  the  plans 
of  their  choice,  collect  and  distribute  premiums,  and  provide 
members  with  information  on  cost  and  quality. 

These  proposals  differ,  however,  in  other  respects,  including: 
whether  alliances  can  negotiate  premiums,  whether  the  purchase  of 
insurance  through  the  alliance  is  mandatory  or  voluntary,  what  the 
employee  threshold  is  for  employer  participation  in  the  alliance, 
and  whether  employers  are  obligated  to  contribute  to  the  cost  of 
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health  insurance  premiums. 

Why  has  so  much  attention  focused  on  these  purchasing 
alliances  and  why  are  they  deemed  so  advantageous  to  the  small 
business  community  in  particular? 

Currently,  small  businesses  across  the  nation  are  being 
crushed  beneath  the  weight  of  our  existing  health  care  structure, 
routinely  falling  prey  to  a  health  insurance  industry  that  imposes 
extensive  medical  underwriting  practices  upon  them  in  an  effort  to 
reduce  risk.  Health  insurance  companies  regularly  limit  or  exclude 
coverage  based  on  pre-existing  medical  conditions,  redline  by 
occupation,  and  implement  prohibitive  premium  pricing  strategies, 
including  age  and  sex  tiers,  and  durational  rating,  whereby 
insurance  companies  initially  offer  low  premiums  and  then  raise 
them  significantly  after  18  months  to  two  years. 

These  practices  have  made  it  difficult,  if  not  impossible,  for 
many  small  business  owners  to  offer  affordable  health  insurance  to 
their  employees.  Small  firms  pay  35  percent  more  than  large 
companies  for  similar  health  insurance  coverage;  their  costs  are 
increasing  at  an  annual  rate  of  20  percent  to  50  percent,  and  small 
businesses  spend  as  much  as  40  cents  of  every  health  insurance 
dollar  on  administrative  costs. 

Because  small  businesses  lack  the  bargaining  leverage  to 
negotiate  fairly  with  insurance  carriers,  legislation  has  been 
introduced  which  would  establish  state  or  regional  purchasing 
cooperatives  for  small  firms,  enabling  them  to  consolidate  their 
market  power  and  reduce  total  administrative  costs. 

While  there  appears  to  be  a  consensus  that  alliances,  in  some 
form  or  another,  are  useful  for  pooling  risk  and  enhancing 
purchasing  power,  there  is  considerable  disagreement  over  how  these 
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alliances  should  be.-structured . 

Critics  of  the  exclusive  mandatory  alliance  proposal  in 
President  Clinton's  Health  Security  Act,  for  example,  argue  that 
the  alliances  are  \intested,  bureaucratic,  monopolistic  and 
regulatory.  Proponents  of  the  mandatory  alliances  contend  that 
they  are  the  most  effective  way  to  increase  market  clout  for  small 
employers,  pool  insurance  risks,  control  overall  health  care 
spending,  and  achieve  universal  coverage. 

A  number  of  states  have  passed  legislation  in  the  past  few 
years  providing  for  some  kind  of  alliance  structure.  Among  the 
most  notable  is  the  Health  Insurance  Plan  of  California  (HIPC) ,  a 
statewide,  voluntary  purchasing  pool  for  small  employers,  which 
opened  on  July  1,  1993.  While  this  purchasing  alliance,  like  most 
which  have  passed  the  state  legislatures,  is  just  getting  off  the 
ground,  there  are  lessons  already  to  be  learned. 

At  a  recent  Senate  Finance  Committee  hearing,  the  deputy 
director  of  the  board  which  opened  the  HIPC  testified  as  follows: 
"The  experience  we  have  had  in  establishing  the  HIPC  shows  that 
alliances  are  not  just  theoretical  constructs.  The  HIPC,  even  in 
its  modest  form,  has  shown  that  employee  choice  is  valued  in  the 
private  market,  more  affordable  rates  can  be  achieved, 
administrative  savings  are  attainable,  and  efficient  operation  is 
possible.  An  alliance  operating  in  an  exclusive  environment  could 
better  protect  consumers  from  risk  selection  practices,  further 
reduce  marketing  and  administrative  costs,  and  negotiate  for  even 
better  rates  with  health  plans." 

Whatever  form  they  may  eventually  take,  health  alliances  are 
likely  to  have  a  profound  impact  on  the  nation's  small  business 
community.   As  such,  the  Committee  will  be  examining: 


316 


■  What  alliance  structure  would  best  meet  the  unique  needs 
o£  small  business; 

■  What  the  states  have  done  to  make  health  insurance  more 
affordable  for  small  businesses,  what  their  experience 
has  been  with  small  business  purchasing  pools,  how 
successful  the  pooling  arrangements  have  been,  and  what 
obstacles  the  states  have  encountered; 

■  Whether  the  health  alliances  should  be  mandatory  or 
voluntary; 

■  What  the  employee  threshold  for  employer  participation 
in  the  health  alliances  should  be; 

■  What  regulatory  powers,  if  any,  the  alliances  should  be 
granted ; 

■  How  the  alliances  should  be  governed,  as  well  as  how  they 
should  be  held  accountable;  and 

■  Whether  exclusive  or  competing  alliances  should  serve  a 
particular  region. 

The  Committee  has  invited  a  distinguished  panel  of  individuals 
here  today  to  solicit  their  diverse  views  on  the  issue  of  health 
alliances.  It  is  my  hope  that  this  hearing  will  enable  us  to 
devise  a  health  reform  structure  that  enhances  the  small  business 
community's  ability  to  obtain  affordable  health  insurance,  thereby 
expanding  coverage  to  the  millions  of  Americans  who  are  currently 
uninsured . 
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OPENING  REMARKS  OF  THE  HONORABLE  GLENN  POSHARD 

COMMITTEE  ON  SMALL  BUSINESS 

MARCH  10,  1994 

Mr.  Chairman  and  members  of  the  Committee,  today  we  begin  the  task 
of  examining  the  impact  health  care  reform  will  have  on  the  small  business 
community.    Along  with  many  small  business  owners  in  my  district,  I  am 
concerned  over  the  impact  universal  care  and  employer  mandates  will  have  on 
small  business.    Small  businesses  make  up  a  large  part  of  the  work  force  in  my 
district  and  provide  many  jobs  to  areas  that  are  facing  difficult  economic  times. 
Advocates  of  health  care  alliances  say  they  offer  small  businesses  the 
opportunity  to  provide  manageable  and  more  affordable  health  care,  but  I 
question  whether  or  not  these  alliances  can  really  be  as  manageable  and 
competitive,  especially  in  rural  areas  like  southern  Illinois. 

This  Saturday,  I  begin  a  series  of  town  meetings  that  will  examine  the 
current  health  care  crisis  in  my  district  and  possible  ways  we  can  cure  this 
problem.   I  stress  cure,  because  I  believe  that  for  a  long  time  we  have  just 
given  this  problem  a  few  doses  of  medicine.   From  the  outside,  there  did  not 
seem  to  be  a  health  care  crisis.   But  on  the  inside,  insurance  premiums 
continued  to  sky-rocket  while  Americans  were  continuously  being  turned  away 
by  insurance  companies,  because  of  high  premiums  and  sadly,  because  they 
posed  a  health  risk  to  insurers. 
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I  ask  my  fellow  Committee  members  and  the  entire  Congress  to  come 
together  in  a  bipartisan  manner  to  address  and  cure  the  health  care  crisis  in 
America.    We  can  no  longer  ignore  the  problem,  because  it  is  affecting  all  of 
us  now... the  middle  class,  the  rich,  the  poor,  the  healthy  and  the  sick.   I  know 
we  can  treat  this  great  ailment  affecting  our  nation  by  working  together  to  find 
the  best  means  of  providing  affordable  and  manageable  health  care  to  those  that 
own  or  work  in  a  small  business  environment  and  to  all  Americans. 
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STATEMENT  OF  CONGRESSMAN  JIM  RAMSTAD 
BEFORE  THE  SMALL  BUSINESS  COMMITTEE 

March  10,  1994 

Small  Business  and  Regional  Alliances 

Mr.  Chairman,  thank  you  very  much  for  calling  this  hearing  to  discuss  the  impact  of  the 
mandatory  alliances  in  President  Clinton's  health  care  reform  proposal  on  small  businesses. 

I  also  want  to  thank  you,  Mr.  Chairman,  for  joining  the  Medical  Technology  Caucus,  which 
I  chair.    I  look  forward  to  working  with  you  on  that  very  important  issue. 

I  am  deeply  concerned  about  the  impact  of  mandatory  alliances  on  the  cost  and  quality  of 
care  for  employees  and  owners  of  small  businesses. 

Regardless  of  how  efficiently  employers  can  cover  their  workers'  health  insurance  costs, 
they  will  be  forced  to  buy  coverage  from  a  monopoly  "regional  health  alliance"  and  pay 
government-determined  premium  prices.    This  will  drive  costs  up  and  reduce  the  quality  of 
care  available  to  workers. 

We  all  know  that  without  a  thriving  small  business  sector,  our  economy  will  never  grow. 
That's  why  I  was  absolutely  astounded  when,  during  a  health  care  briefing  before  this 
committee,  Hillary  Rodham  Clinton  responded  to  a  question  from  one  of  my  Democrat 
colleagues  on  this  panel  who  expressed  concern  about  the  impact  of  the  plan  on  small 
business  by  saying,  "I  can't  go  out  and  save  every  undercapitalized  entrepreneur  in 
America. " 

Mr.  Chairman,  let's  not  further  endanger  our  small  businesses.  Let's  reject  mandatory 
alliances  and  pass  real  reform  that  reduces  costs  and  expands  access  without  destroying 
small  businesses. 

I  look  forward  to  hearing  from  our  panelists  on  these  important  issues. 
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OPENING  STATEMENT  OF 

CONGRESSMAN  BILL  ZELIFF  (R-NH) 

SMALL  BUSINESS  COMMITTEE 

March  10,  1994 

Mr.  Chairman,  thank  you  for  calling  today's  hearing  on  the  concept  of 
regional  health  alliances  and  their  potential  impact  on  small  business. 
Voluntary  health  alliances  could  play  a  major  role  in  determining  the  future 
of  health  care  reform.     It  is  critical  that  we  do  not  mandate  health  care 
reform  in  such  a  way  as  to  damage  our  small  businesses  or  eliminate  their 
freedom  of  choice. 

I  am  dedicated  to  making  our  health  care  system  more  affordable  and 
accessible  to  all  Americans.    I  do  not  support  placing  mandate  upon  mandate 
on  our  small  businesses  in  order  to  accomplish  health  care  reform.    We  must 
not  destroy  our  economy  to  provide  a  different  kind  of  health  care  coverage 
for  our  uninsured.    I  do  believe  that  small  businesses  should  have  the  ability 
to  form  purchasing  groups  so  they  can  obtain  the  same  low  rates  as  big 
business.    However,  States  need  to  have  flexibility  to  determine  the  right 
approach  for  their  own  small  business  health  programs. 

I  have  grave  concerns  that  health  alliances  will  be  nothing  more  than 
highly  bureaucratic  entities  that  will  over-burden  our  small  businesses  with 
excessive  regulations  and  eliminate  freedom  of  choice. 
Also,  it  has  not  been  determined  how  health  alliances  will  spread  the  cost  or 
risk  among  each  state.     There  are  a  lot  of  very  serious  issues  that  need  to 
be  addressed  as  we  continue  this  debate. 

I  am  very  concerned  with  the  President's  health  care  proposal  and  the 
negative  impact  it  will  have  on  many  small  businesses.    Small  businesses  are 
the  most  important  resource  that  this  country  has.    No  matter  which  way  you 
look  at  it,  employer  mandates  ~  even  with  potential  subsidies,  are  bad  news 
for  small  business.    I  am  looking  forward  to  hearing  the  testimony  about 
health  alliances  and  the  impact  they  may  have  on  our  small  businesses  and 
our  economy. 

Thank  you. 
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Statement  of 

John  P.  Galles,  Executive  Vice  President 

National  Small  Business  United 

On  Behalf  of  the  Voluntary  Purchasing  Cooperative  Coalition 

Before  the  House  Small  Business  Committee 

March  10,  1994 


Mr.  Chairman  and  Members  of  the  Committee: 

Good  Morning.  I  am  here  today  representing  National  Small  Business  United 
(NSBU)  and  the  Voluntary  Purchasing  Cooperative  Coalition,  for  which  NSBU  serves  as 
executive  secretariat. 

National  Small  Business  United  (NSBU)  represents  over  65,000  small  businesses 
in  all  fifty  states.  Our  association  works  with  elected  and  administrative  officials  in 
Washington  to  improve  the  economic  climate  for  small  business  growth  and  expansion. 
We  have  always  worked  on  a  bi-partisan  and  pro-active  basis.  In  addition  to  individual 
small  business  owners,  the  membership  of  our  association  includes  local,  state,  and 
regional  small  business  associations  across  the  country.  For  the  last  four  years,  health 
care  reform  has  been  our  top  federal  priority. 

The  Voluntary  Purchasing  Cooperative  (VPCC)  represents  small  and  mid-sized 
business,  consumers,  agricultural  interests,  health  plans,  and  insurance  agents.  Our 
diverse  coalition  was  formed  to  work  for  a  dynamic,  market-based  health  care  reform 
which  ensures  that  competitive  forces  play  a  primary  role  in  the  new  health  care  system. 
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One  of  the  most  fundamental  small  business  issues  you  will  address  in  this  year's 
health  care  reform  efforts  surrounds  the  mechanism  for  the  health  insurance  purchase  and 
the  nature  of  any  purchasing  cooperatives  or  health  alliances.  The  VPCC  strongly 
believes  that  any  purchasing  cooperative  system  should  be  voluntary,  not  forcing 
businesses  to  purchase  coverage  from  any  particular  source.  At  the  same  time,  the 
Coalition  supports  a  reformed  system  which  guarantees  a  level  playing  field  to  individuals 
and  small  firms  in  purchasing  health  coverage  and  eliminates  any  incentive  for  "cherry 
picking"  or  risk  selection  by  insurers.  Carriers  should  compete  on  the  price  and 
efficiency  of  their  plans,  and  not  on  their  ability  to  bring  lower  risks  into  their  plans. 

The  health  alliances  are  a  critical  piece  of  the  Clinton  plan,  fiinneling  hundreds  of 
billions  of  dollars  from  business  and  individuals  to  health  care  plans.  Structured 
improperly  (as  we  believe  they  are  in  the  Clinton  plan),  the  alliances  have  the  power  to 
produce  real  economic  harm.  Structure  correcdy— within  a  voluntary,  competitive 
framework— purchasing  cooperatives  could  work  to  contain  costs  and  promote  both 
financial  responsibility  and  consumer  choice. 

I.         HEALTH  ALLIANCES  AND  THE  CLINTON  PLAN 

Under  the  Clinton  plan,  all  employees  of  businesses  with  fewer  than  5,000 
employees  would  be  enrolled  in  their  regional  health  alliance,  to  which  their  individual 
and  employer  premiums  would  flow.  Once  in  the  alliance,  the  individuals  would  choose 
from  the  various  health  plans  that  qualify  to  be  offered  by  the  alliance.  At  no  point  in 
the  process  are  small  employers,  who  will  be  paying  most  of  the  bill  for  their  employees, 
given  a  choice  or  allowed  any  avenue  to  find  a  better  value  for  their  money—and  they  are 
certainly  not  given  the  chance  to  actually  save  money.  By  for-going  the  use  of 
competitive  forces  at  the  health  alliance  level,  the  Clinton  Administration  is  missing  a 
major  opportunity  to  save  money  and  make  the  plan  more  economically  viable. 
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Under  the  Clinton  plan,  the  health  alliances  will  have  far-reaching  responsibilities— 
from  enforcing  budgets  to  delivering  provider  information  to  individual  members.  It 
seems  unlikely  that  this  large  and  busy  bureaucracy  will  find  creative  ways  to  encourage 
competition  and  innovation.  The  role  of  the  health  alliance/purchasing  cooperative  ought 
to  simply  be  to  bring  businesses  together  to  bargain  for  the  best  deal  on  coverage  for  their 
employees.  Unfortunately,  this  dynamic  cannot  occur  in  the  Clinton  plan.  How  are  we 
to  bring  competitive  forces  to  bear  for  cost  containment  when  those  who  are  paying  are 
not  allowed  to  make  any  choices  for  their  dollars? 

n.       COMPETING  PURCHASING  COOPERATIVES 

Small  businesses  should  have  the  right  to  organize  and  run  their  own  health  care 
purchasing  cooperatives,  in  order  to  have  choice  and  empowerment  within  the  system. 
A  mandate  on  employers  which  provides  neither  an  avenue  for  these  businesses  to  choose 
how  to  purchase  coverage  nor  an  ability  to  organize  for  their  own  best  interests  and 
survival  will  be  very  unpopular  with  small  business.  Many  businesses  which  currentiy 
provide  coverage,  and  might  not  oppose  an  employer  mandate,  will  almost  certainly 
oppose  a  provision  which  traps  them  into  purchasing  coverage  from  a  single—potentially 
inefficient— source . 

Moreover,  we  believe  that  voluntary,  private  competing  health  cooperatives  would 
harness  more  competitive  forces  for  cost  containment  than  single  mandatory  alliances  ever 
could.  Competing  cooperatives  will  have  strong  incentives  to  negotiate  tough  deals  with 
providers,  in  order  to  attract  members.  In  areas  where  the  market  cannot  sustain  multiple 
cooperatives,  they  would  therefore  not  exist,  thereby  maintaining  the  efficiencies  of  larger 
pools.  Multiple  cooperatives  represent  an  important  component  for  maximizing  the  cost 
containment  potential  of  managed  competition. 
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The  Administration  has  been  appropriately  nervous  about  allowing  single, 
monopolistic  (and  monopsonistic,  depending  upon  your  point  of  view)  health  alliances  to 
exclude  health  plans  from  participation  in  the  alliance.  The  only  mechanism  the  alliances 
would  have  to  exclude  plans  would  be  a  price  cap  and  several  other  objective  standards. 
But  a  private  cooperative  could  actually  bargain  with  insurers  and  provider  groups  for  the 
best  deals  for  their  members,  and  groups  that  would  not  deal  could  be  excluded  from  the 
cooperative— and  other  markets  and  cooperatives  could  still  exist  outside  the  cooperative. 

m.      EMPOWERING  SMALL  BUSINESSES 

The  Administration's  plan  allows  large  corporations  with  more  than  5,000  lives  to 
opt  out  of  the  health  alliance  system  and  self-insure.  They  will  only  do  so  if  that  action 
enables  them  to  save  money.  Small  businesses  are  given  no  similar  opportunities  to  find 
cost  savings  in  the  system.  Small  businesses  need  this  kind  of  flexibility  even  more  than 
their  larger  counterparts. 

IV.      THE  RISK  SELECTION  PROBLEM 

Some  opponents  of  competing  health  cooperatives  have  argued  that  voluntary 
purchasing  cooperatives  would  allow  subtle  forms  of  cherry-picking  and  thereby  foster 
risk  selection  problems,  causing  the  new  system  to  be  doomed  by  segmentation.  We 
think  that  these  arguments  are  either  overblown  or  simply  incorrect,  depending  upon  the 
assumptions  made.  Certainly,  these  arguments  should  not  be  viewed  as  an 
insurmountable  problem.  If  all  individuals  must  have  coverage,  and  all  providers  and 
alliances  must  offer  coverage  and  accept  individuals  under  the  same  conditions,  we 
believe  that  the  risk  selection  problems  will  be  relatively  minor.  Even  more  significantly, 
we  are  convinced  that  the  adverse  selection  problems  caused  by  mandatory  alliances  are 
even  greater  than  those  that  might  come  from  voluntary  cooperatives. 
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If  necessary,  there  are  several  ways  to  deal  with  potential  risk  selection  problems 
in  a  competitive  purchasing  cooperative  environment.  Since  adverse  selection  has 
primarily  to  do  with  individuals  "gaming"  the  system  for  their  own  benefit  (sick  people 
enrolling  in  the  most  expansive  plans  and  young  healthy  individuals  choosing  HMOs),  we 
expect  most  risk  selection  problems  to  occur  within  the  purchasing  cooperatives,  rather 
than  between  them.  In  other  words,  the  primary  problem  results  regardless  of  the 
number  of  purchasing  cooperatives,  and  this  problem  is  at  least  as  great  within  a  single 
mandatory  alliance  as  in  any  other  system. 

To  solve  this-and  any  other-risk  selection  problem,  a  risk  adjuster  could  be  used, 
which  would  essentially  transfer  funds  from  plans  that  happen  to  have  better  risks  to  those 
plans  that  happen  to  have  worse  risks.  The  Administration  already  plans  to  use  a  scheme 
similar  to  this  in  their  health  alliances.  This  mechanism  would  have  two  primary  effects: 
1)  it  would  spread  the  costs  of  caring  for  the  very  sick  equitably  across  all  carrier  groups; 
and  2)  it  would  eliminate  any  financial  incentive  for  creative  "cherry-picking"  by  carriers. 
Why  expend  resources  to  get  healthier  individuals  into  your  pool  if  they  cost  you  money? 

V.       CONCLUSION 

We  believe  that  voluntary  competing  purchasing  cooperatives  are  likely  to  provide 
greater  cost  containment  than  single  alliances;  voluntary  cooperatives  can  be  structured 
to  avoid  risk  selection  problems  at  least  as  well  as  single  health  alliances;  voluntary 
cooperatives  provide  small  businesses  with  empowerment  in  the  system,  room  to 
maneuver  without  feeling  "locked-in",  and  a  role  in  keeping  costs  down  system-wide. 
We  think  that  die  issue  of  voluntary  competing  purchasing  cooperatives  is  one  of  the  key 
small  business  issues  in  this  debate.  Thank  you  for  allowing  is  to  testify  on  this  key 
small  business  health  care  issue. 
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Mr.  Chairman  and  membeis  of  the  committee,  I  am  Kevin  Haugh.  Senior  Policy  Analyst 
at  the  Institute  for  Healtti  Policy  Solutions.  I  greatly  ai^ieciate  the  opportunity  to  testify  before 
the  House  Committee  on  Small  Business  on  the  issue  of  health  purchasing  alliances.  The 
Institute  is  a  not-for-profit,  non-partisan  organization  established  to  identify,  analyze,  and  develop 
policies  to  address  access  and  cost  problems;  the  Institute  does  not  advocate  specific  legislatioit 
Much  of  the  Institute's  woric  has  focused  on  analyzing  and  developing  alternative  ^>proaches  to 
health  insurance  market  restructuring  and  health  purchasing  alliances.  We  have  worked  with 
states  and  employer  health  coalitions  with  the  immediate  objective  of  bringing  equity,  efficiency, 
and  choice  of  health  plans  to  small-firm  employees  and  the  longer  term  objective  of  building  an 
infrastructure  for  implementing  systems  reforms. 

My  written  testimony  briefly  compares  the  roles  and  policies  for  similar  purchasing 
organizations  established  under  three  key  bills:  the  Chafee/Dole  bill  ("purchasing  groups"),  the 
Cooper/Breaux  bill  ("health  plan  purchasing  cooperatives"),  and  the  Clinton  Administration's 
Health  Security  Act  ("health  alliances").  To  simplify  my  narrative,  I  generically  refer  to  these 
organizations  as  health  purchasing  alliances.  I  will  begin  by  briefly  discussing  the  bills' 
assignments  of  basic  roles  pertinent  to  these  organizations.  In  my  oral  testimony  I  will  also 
address  the  specific  set  of  very  important  questions  posed  to  me  by  the  Conunittee. 

All  three  of  these  bills  strive  to  create  a  system  in  which  people  are  covered  through 
private  health  plans  that  compete  for  enroUees  on  the  basis  of  cost-effectiveness,  quality,  and 
service,  rather  than  risk-selectiorL  To  achieve  such  a  system,  a  number  of  functions  need  to  be 
carried  out  As  with  other  such  reform  proposals,  the  three  bills  include  a  role  for  health 
purchasing  alliances.  While  Hiey  agree  on  some  functions  that  alliances  (versus  govenmiertt 
agencies  or  conunissions)  would  perform,  they  disagree  on  others. 

All  three  proposals,  as  well  as  virtually  all  other  pr(q)osals  that  incorporate  alliances, 
include  the  following  alliance  roles  for  the  populations  they  serve: 

•  Contracting  with  health  plans.  The  alliance  cotttracts  with  health  plans  that  it  then  makes 
available  to  its  eruollees.  spelling  out  the  conditions  under  which  plans  provide  services  and 
for  what  price. 
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•  Enrolling  people  in  plans.  The  alliance  makes  certain  that  people's  choice  of  individual  plans 
is  translated  into  actual  enrollment  in  thatplaa 

•  Collecting  and  distributing  premiums.  Premiums  will  typically  be  paid  by  both  employees  and 
employers.  The  alliance  collects  the  money  and  makes  certain  it  is  distributed  in  proper 
amounts  to  each  plan.  (The  Chafee  bill  pennits,  but  does  not  require,  the  alliance-like  structure 
to  perfonn  this  fimctioa) 

For  the  following  functions,  alliances  would  play  a  key  role  under  the  Clinton  and 
Cooper/Breaux  proposals.  As  we  discuss  later,  both  the  Clinton  and  Cooper/Breaux  proposals 
make  alliances  the  exclusive  vehicle  for  the  population  they  serve;  the  Chafee/Dole  bill  would 
allow  multiple  voluntary  alliances  as  an  option  to  conventional  individual  and  employer-based 
coverage.  Reflecting  this,  the  Chafee/Dole  bill  would  make  state  government  primarily 
responsible  for  the  following  functions  which  would  have  purview  across  the  small  employer  and 
individual  markets. 

•  Providing  consumers  with  comparisons  of  plan  features  and  performance.  If  consumers  arc  to 
make  wise  choices — that  is,  choose  flie  plans  that  offer  fliem  the  best  combination  of  price  and 
service — ^they  need  accurate  information  to  compare  plans.  Someone  has  to  collect  the  data,  do 
the  analysis,  and  publish  the  results  in  a  form  that  is  usable  by  consumers. 

•  Risk-adjusting  premiums.  If  plans  are  to  compete  fairly  and  equitably  on  a  price  basis,  cost 
differences  among  plans  must  be  attributable  to  differences  in  their  relative  efficiencies  and 
levels  of  service  and  amenities,  not  to  differences  in  the  risk  profiles  of  the  people  they  enroll. 
The  cost  advantage  of  plans  with  enrolled  populations  of  lower-than-average  risk  must, 
therefore,  be  offset  by  requiring  them  to  transfer  funds  to  plans  with  enrolled  populations  that 
have  higher-than-average  risk.  Some  entity  has  to  assume  the  responsibility  of  making  the 
proper  risk  adjustments. 

•  Enforcing  rules  of  competition.  Someone  has  to  make  certain  that  competing  plans  play  by  the 
rules  and  compete  fairly. 

There  is  one  other  function  that  a  number  of  states  believe  is  important  to  giving  alliances 
the  capacity  to  reduce  health  care  costs  or  to  at  least  protect  small  firms  and  individuals  from  cost 
shifts  from  larger  purchasers: 

•  Negotiating  and  selectively  contracting  with  health  plans.  In  order  for  alliances  to  contain 
costs,  a  number  of  states  that  have  already  established  alliances  allow  them  to  negotiate  prices 
and  to  selectively  contract  with  plans  that  are  judged  to  offer  good  value.  Some  states  view  this 
function  as  central  to  the  alliance's  role. 
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Finally,  there  is  a  group  of  functions  that  alliances  could  be  assigned  but  that  involve 
policy  judgments  but  that  are  largely  unrelated  to  the  aUiance's  basic  purpose:  to  restructure  the 
way  private  plans  compete  and  how  people  access  them.  These  other  roles  include  setting  and 
enforcing  expenditure  or  premium  budget  limits,  establishing  provider  fee  schedules  or  limits, 
and  determining  eligibihty  for  subsidies.  The  Clinton  Administration's  proposal  assigns  such 
functions  to  the  alUance.  Other  proposals  incorporating  such  functions  typically  assign  them  to 
government. 

There  is  also  an  interrelationship  between  policy  judgments  on  these  govenunental 
functions  and  the  logical  scope  of  health  purchasing  alliances.  For  example,  the  inclusion  of  most 
employers  within  the  alliance  structure  is  directly  related  to  other  roles  that  the  Clinton 
Administration  proposal  assigns  to  alliances.  The  use  of  premium  limits  as  a  mechanism  for 
expenditure  control  would  be  difficult  if  many  people  were  covered  by  plans  outside  the  alliance. 
The  alliance's  role  in  providing  subsidies  for  low-income  people  would  also  be  more  complicated 
if  substantial  numbers  were  covered  outside  the  alliance. 

This  testimony  concentrates  on  the  core  functions  often  assigned  to  alliances  under  a 
variety  of  systems  reform  scenarios.  But  before  we  turn  to  a  description  of  what  the  bills  propose 
on  these  dimensions,  it  is  useful  to  briefly  review  current  problems  in  the  private  health  insurance 
market  that  alliances  are  designed  to  address.  As  the  Committee  considers  alternative  roles  and 
policies  for  alliances  and  other  organizations  performing  similar  functions,  it  may  prove  useful  to 
assess  how  ell  they  might  solve  these  problems. 

The  administrative  costs  in  small-employer  and  individual  health  insurance  are  typically 
very  high.  They  average  between  25  and  40  percent  of  premiums  for  very  small  employers  under 
size  twenty-five  and  individuals.^  Some  inefficiencies  and  inequities  may  be  endemic  to  a 
marketplace  where  each  small  employer  group  and  self-employed  individual  separately  contracts 
with  a  health  carrier.  In  such  a  highly  fragmented  market,  it  would  be  virtually  impossible  to 
regulate  the  broad  range  of  tactics  that  could  be  used  for  selective  marketing  and  servicing  to 
attract  and  retain  only  lower  risk  persons.  It  is  also  notable  that  most  small-firm  workers  do  not 
now  obtain  coverage  through  their  jobs.  (Only  28  percent  of  workers  in  firms  with  under  size 
twenty-five  and  22  percent  of  workers  in  firms  under  size  ten  currently  receives  coverage  through 
their  employer.)  And  for  those  who  do,  there  is  a  significant  probability  that  their  employer  wiU 
change  health  plans  or  drop  coverage  in  the  coming  year. 

There  is  high  turnover  of  both  small  firms  and  their  workers,  making  place  of 
employment  a  particulariy  unstable  source  for  this  coverage.  Even  in  firms  with  between  twenty- 
five  and  ninety-nine  employees,  the  average  job  tenure  is  only  half  that  of  larger  firms.  2  And  job 
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turnover  is  higher  still  for  the  currently  uninsured,  small-firm  workers  that  will  hopefully  be  able 
to  obtain  coverage  through  health  care  reforms.^  To  fee  extent  that  these  populations  arc  enrolled 
in  integrated  health  plans  which  have  limited  provider  panels,  their  high  rate  of  job  mobility 
creates  yet  another  problem  with  employment-based  health  care  coverage.  As  feey  ftequently 
change  employers  and,  therefore,  health  plans,  they  would  typically  have  to  change  physicians. 

Compounding  the  high  administrative  costs  and  employee  turnover  found  among  small 
finns  are  the  low  average  wages.  For  example,  the  per-woiker  payroll  level  for  establishments 
under  size  twenty  is  approximately  half  that  of  establishments  with  one  thousand  or  more 
woikers.'*  The  subsidies  needed  to  achieve  coverage  for  these  populations  will  disproportionately 
go  towaid  coverage  of  small-firm  workers.  Because  small-firm  employees  have  relatively  low 
average  family  income,  this  will  be  true  rcgardless  of  whether  employer-  or  individual-based 
financing  is  used  to  cover  the  uninsured.  The  Congress  would  be  understandably  reluctant  to 
invest  many  billions  of  subsidy  dollars  or  require  the  purchase  of  coverage  in  such  an  unstable 
and  administratively  inefficient  maiket 

While  most  health  systems  reform  issues  have  direct  or  indirect  implications  for  alliance 
design,  there  are  key  issues  specific  to  alliances.  These  include:  a  determination  of  what 
populations  are  to  be  served  by  alliances,  whefeer  alliances  are  an  optional  or  exclusive  vehicle 
for  these  populations,  whether  there  is  one  or  more  alliance  per  area,  what  roles  alliances  have  in 
negotiating  with  and  selecting  health  plans,  and  to  what  degree  states  should  have  flexibility  on 
these  and  other  issues.  We  now  turn  to  a  brief  description  of  the  approaches  taken  by  the  three 
bills  on  feese  issues: 

The  Chafee  Proposal 

The  Chafee  proposal  would  permit  non-profit  organizations  to  seek  charters  under  state 
law  to  become  "individual  and  small-employer  purchasing  groups."  No  state  or  region  is  required 
to  have  a  purchasing  group,  but  there  is  no  limit  on  the  number  that  could  be  established  within  a 
region.  No  group  or  individual  is  required  to  buy  coverage  through  fee  purchasing  group; 
participation  is  wholly  voluntary.  Participation  is  limited  to  employers  wife  one  hundred  or  fewer 
employees  (alfeough  larger  employers  could  form  separate  purchasing  groups).  Each  purchasing 
group  must  contract  wife  all  certified  healfe  plans  feat  seek  to  offer  coverage  through  fee 
purchasing  group;  selective  contracting,  in  ofeer  words,  is  not  permitted. 

This  proposal  assigns  alliances  (purchasing  groups)  a  relatively  minor  role  and  limits 
feeir  powers  more  than  feose  of  ofeer  purchasing  entities  that  fee  bill  recognizes.  Alliances 
offering  coverage  to  individuals  and  small  employers  cannot  bargain  wife  healfe  plans  or  deny  a 
contract  to  a  plan  because  it  is  too  costly  or  for  any  ofeer  reason.  But  neifeer  multiple  employer 
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welfare  arrangements  (MEW As)  for  small  employers  nor  purchasing  groups  representing  lai:ger 
employers  and  self-insuied  employers  are  denied  such  power. 

The  Cooper  Proposal 

The  Cooper  proposal  requires  employers  with  one  hundred  or  fewer  employers  to  offer 
alliance-based  coverage  (though  they  are  not  required  to  pay  for  any  portion  of  coverage).  The 
private,  non-profit  alliance  is,  thus,  the  region's  exclusive  source  through  which  small  firms 
purchase  coverage  (with  states  having  the  option  to  raise  the  size  threshold  for  employer 
participation  as  long  as  no  more  than  SO  percent  of  workers  in  the  state  are  covered  through  the 
alliance).  Larger  firms  continue,  as  now,  to  purchase  coverage  on  their  own,  but  they  must  offer  a 
qualified  health  plan  to  their  employees.  Alliances  do  not  compete:  only  one  operates  in  each 
region.  But  alliances  are  required  to  contract  with  all  certified  health  plans  that  wish  to  offer 
coverage  through  the  alliance;  the  alliance  cannot  negotiate  with  health  plans. 

The  Clinton  Proposal 

The  Clinton  proposal  assigns  alliances  (which  can  be  a  private  non-profit  entity  or  a  state 
agency)  a  very  large  maricet  share,  requiring  participation  of  all  but  the  very  largest  employers 
(those  with  more  than  5,000  employees).  The  sole  alliance  in  a  region  can — in  fact,  is  required 
to — negotiate  with  health  plans,  but  its  ability  to  negotiate  is  circumscribed  because  it  is 
prohibited  fiom  denying  a  contract  to  any  plan  except  those  whose  premium  is  20  percent  or  more 
above  the  area  weighted  average.  However,  plans  do  have  incentives  to  negotiate  to  help  ensure 
that  the  alliance's  coverage  premium  is  within  federally  set  limits.  If  the  average  weighted 
premium  in  an  area  exceeds  this  target  limit,  health  plan  premiums  are  automatically  lowered 
under  a  formula  specified  in  the  legislation. 

None  of  these  bills  allows  states  to  give  alliances  more  authority  to  negotiate  or 
selectively  contract  with  health  plans  (with  the  arguable  exception  of  the  Clinton  bill's  single- 
payor  option  for  states.)  Further,  the  Chafee/E>ole  bill  would  not  allow  states  to  make  alliances 
exclusive  vehicles  for  small  group  and  individual  coverage.  Population  and  health  care  delivery 
systems  characteristics  vary  widely  from  state-to-state  and  area-to-area.  Final  decisions  on  the 
purchasing  role  of  alUances  might  take  into  account  this  diversity.  If  a  state  has  neither  urban 
population  centers  nor  competing  integrated  plans,  it  may  be  unrealistic  to  expect  an  alliance  to 
contain  costs  solely  on  the  basis  of  individuals'  choosing  among  fee-for-service  plans  that  include 
largely  the  same  providers.  The  Committee,  therefore,  might  consider  giving  states  the  option  to 
give  alliances  more  of  a  role  as  purchasers. 
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While  the  states  that  have  authorized  health  purchasing  alliances  to  date  have  made  them 
voluntary,  some  states  have  developed  plans  that  envision  alliances  as  exclusive  vehicles  for 
small-firm  and  individual  coverage.  It  is  pertinent  to  note  that  federal  legislation  prohibiting 
states  from  making  alliances  the  exclusive  vehicle  for  individuals  and  small  finns  would 
constimte  a  new  preemption  of  state  authority.  A  state  can  now  use  its  regulatory  power  over 
insurers,  which  ERISA  specifically  authorizes,  to  require  that  carriers  make  coverage  available 
only  through  an  alliance.  (However,  because  ERISA  would  s^arently  preclude  a  state  firom 
requiring  self-insured  employers  to  purchase  coverage  through  a  specified  structure,  states  could 
not  require  employers  laige  enough  to  self-insure  to  use  an  alliance.) 

There  is,  of  course,  a  broad  range  of  issues  and  implications  that  I  have  not  covered  in 
this  brief  testimony.  We  are  including  the  following  table  which  briefly  summarizes  the  three 
bills  across  the  dimensions  I  have  discussed,  as  well  as  some  others.  We  are  now  finalizing  a 
more  in-depth  analysis  for  the  Henry  J.  Kaiser  Family  Foundation  that  also  identifies  possible 
hybrid  policies  for  the  role  of  alliances.  We  will  be  happy  to  share  that  document  with  the 
Committee.  Again,  we  greatly  iq)preciate  the  opportunity  to  participate  in  this  hearing. 


Ipor  example,  see  Hay/Huggins  estimates  reported  in  Congressional  Research  Service  report.  Health 

Insurance  and  the  Uninsured:  Background  Data  and  Analysis,  1988. 

2e.  S.,  Andrews,  "Pension  Policy  and  Small  Employers:  At  What  Price  Coverage?"  Employee  Benefit 

Research  Institute,  1989. 

^Steven  Long  and  Susan  Marquis,  "G^s  in  Employment-Based  Health  Insurance:  Lack  of  Supply  or  Lack 

of  Demand?"  in  Health  Benefits  in  the  Workforce  (U.S.  Department  of  Labor,  1992). 

^Source:  U.S.  Bureau  of  the  Census,  County  Business  Patterns,  1988. 
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The  Alliance/HPPC  Role  in  Three  Federal  Reform 
Proposals 


1 

Chafee  /Dole 
(S.  1770) 

Cooper  (H.R.  3222) 
Breaux(S.  1579) 

Clinton 
(S.  1757,  H.R.  3600) 

K€Y  AtLIANCE/HIPn     1 
DESIGN  ISSUES 

1 

Optional  or  exclusive 
vehicle  through  which 
coverage  is  purchased? 

Optional,  firms  can 
continue  to  buy 
coverage  outside  the 
alliance. 

Exclusive. 

Exclusive. 

Size  cut-off  for 
participating  employers 

1 00  employees. 

100  employees;  larger 
firms  at  state  option  up 
to  50%  of  workers. 

5,000  employees. 

Opt-in  for  larger 
employers? 

No  opt-in,  but  can  form 
their  own  alliances. 

No  opt-in. 

Yes,  on  one-time  basis. 

Health  plan  choice: 
employees  or  employer? 

Generally  employer 
chooses,  but  individual 
employees  may  opt  for 
another  plan,  and  if  50% 
of  employees  select  a 
plan,  employer  must 
offer. 

Individuals  choose 
health  plans. 

Individuals  choose. 

Multiple  competing 
alliances  per  region? 

Competing  purchasing 
organizations  permitted. 

Competing  HPPCs  not 
permitted. 

Competing  alliances  not 
permitted. 

Limits  on  alliance 
bargaining  or  selective 
contracting  authority? 

Must  contract  with  all 
certified  plans;  no 
bargaining. 

Must  contract  with  all 
certified  plans;  no 
bargaining. 

Can  deny  contract  only  if 
premium  is  20%  above 
the  alliance  area 
average. 

Are  alliances  public  or 
private  entities? 

Private  not-for  profit 
corporation  (may  not  be 
formed  by  an  insurer). 

Private  not-for-profit 
corporation. 

Can  be  either  public  (an 
existing  state  agency  or 
a  new  independent  state 
entity)  or  private  not-for- 
profit  corporation. 

How  are  alliances 
governed? 

By  a  board  composed  of 
representatives  of  small 
employers,  their 
employees,  and  insured 
individuals.  The  board  is 
elected  by  members 
{small  employers, 
employees,  individuals). 

By  a  board  that  is  initially 
appointed  by  Governor 
but  thereafter  elected  by 
people  enrolled  in  HPPC 
plans. 

By  a  board  composed  of 
equal  numbers  of 
consumers  and 
employers  (no  providers 
or  health  plan 
representatives 
permitted).  State 
determines  how  chosen. 

How  are  geographic 
boundaries  defined? 

No  apparent  restrictions. 

May  have  more  than  one 
region  per  state,  but 
must  include  entire 
metropolitan  statistical 
area  and  at  least 
250,000  people.  May 
have  HPPC  that  includes 
area  in  more  than  one 
state. 

States  decide  whether 
more  than  one,  but  must 
include  entire 
metropolitan  statistical 
area  and  sufficient 
population  to  give 
alliance  negotiating 
power  with  health  plans. 
May  not  discriminate  on 
race,  socio-economic 
status,  disability,  religion, 
language.  Multiple-state 
alliances  not  permitted. 

Prepared  by  the  Institute  for  Health  Policy  Solutions  under  a 
Project  Funded  by  the  Henry  J.  Kaiser  Family  Foundation 
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Chafee  /Dole 
(S.  1770) 

Cooper  (H.R.  3222) 

Breaux(S.  1579) 

Clinton 

(S.  1757,  H.R.  3600) 

iljCtOANCEmiPC' 
JUNCTIONS 

'Si        ''iiiiii 

Provide  information  to 
compare  plans  — 
"Report  Cards' 

Yes,  but  state  initially 
collects  and  prepares 
such  information  on  all 
plans. 

Yes. 

Yes. 

Enforce  rules  of 
competition  —  monitor 
marketing,  prevent  risk 
selection 

Not  specifically 
mentioned  as  alliance 
functions. 

Not  clear  who  does  this. 
HPPC  may  terminate 
plans  that  violate  federal 
commission  rules. 

Yes. 

Enroll  people  in  plans 

Yes. 

Yes. 

Yes. 

Collect  premiums 

Optional. 

Yes. 

Yes. 

Distribute  premiums 

Optional. 

Yes. 

Yes. 

Administer  risk 
adjustment 

No;  state  would  do  this. 

Yes,  under  provisions 
set  by  federal 
commission. 

Yes,  under  provision  set 
by  National  Health  Board 
(waivers  possible) 

Negotiate  with  and 
select  plans 

No;  must  contract  with 
ail  willing  qualified  plans. 

Prohibited. 

Negotiating  required  but 
prohibited  from  denying 
a  plan  a  contract  (unless 
its  premium  is  20% 
above  area  average). 

Act  as  ombudsman 

Not  a  specified  function. 

Yes. 

Yes. 

ADDITIONAL 
FUNCTIONS 

Establish/apply  criteria 
for  certifying  plans 

State  government 
responsibility. 

Federal  commission 
responsibility  but  may 
certify  that  a  state  can 
doit. 

States  do  this  under 
procedures  they 
establish. 

Oversee  resource 
planning  and  allocation 

Not  a  specified  function. 

Not  a  specified  function. 

Not  a  specified  function. 

Enforce  budgets; 
negotiate/set  provider 
rates 

Not  applicable. 

Explicitly  prohibited. 

Major  responsibilities. 

Improve  access 

Plans  could  have 
obligation  to  serve 
underserved  areas,  but 
alliance  is  not  given 
responsibility. 

HPPC  may  require 
health  plans  to  provide 
services  in  underserved 
areas. 

Alliance  may  organize 
providers  to  serve 
underserved  area  and 
require  plans  to  do  so. 

Administer  subsidies 

No.  Appears  to  be 
federal  responsibility. 

No.  Responsibility  of 
federal  commission. 

Alliance  responsibility. 

Ensure  quality 

Not  a  specified  function. 

No.  Responsibility  of 
federal  commission. 

States  have  primary 
responsibility;  alliances 
provide  information. 

Prepared  by  the  Institute  for  Health  Policy  Solutions  under  a 
Project  Funded  by  the  Henry  J.  Kaiser  Family  Foundation 
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'C5BJECTIVES    '"^^ 


Spread  risk  and  costs 
more  broadly 


Chafee  /Dole 

(S. 1770) 


Cooper  (H.R.  3222) 
Breaux(S.  1579) 


Clinton 
(S.  1757,  H.R.  3600) 


Modified  community 
rating  and  insurance 
reforms  help  to  spread 
risk  for  those  employed 
by  small  firms. 


Requires  community 
rating  for  all  employers 
with  100  or  fewer 
employees,  who  must 
get  coverage  through  the 
HPPC;  states  have  the 
option  to  require  larger 
firms  to  participate,  up  to 
half  of  all  employees  in 
the  state. 


Risk  spread  among  all 
employers  with  5000  or 
fewer  workers,  who  must 
participate  in  the 
alliance;  each 
participating  plan  must 
use  community  rating. 


Restructure  competition 
among  health  plans 


Primarily  based  on 
insurance  market  reform, 
modified  community 
rating,  and  tax  cap  on 
premiums  above  the  50 
percentile  premium  for 
the  region.  Participation 
in  alliance/HIPC  is 
voluntary. 


Participation  in  HPPC  is 
compulsory  for  firms  with 
100  or  fewer  employees 
and  states  have  option 
of  including  larger  firms; 
restructured  competition 
thus  mandated  for  this 
group.  Tax  cap  on 
premiums  above  lowest 
in  each  region. 


Competition  is 
restructured  through 
mandatory  participation 
in  alliances  by  all  but  the 
very  largest  firms  but 
with  regulatory  backup. 
No  tax  cap  on  premiums. 


Reduce  administrative 
costs 


With  respect  to 
marketing  and  insurer 
administrative  costs, 
economies  of  scale 
would  be  limited  to  those 
participating  in  multiple 
voluntary  alliances.  As 
with  all  proposals, 
includes  standardization 
of  reporting  forms, 
electronic  reporting,  etc. 


Economies  of  scale 
resulting  from  inclusion 
of  all  small  groups  and 
individuals.  As  with  all 
proposals,  includes 
standardization  of 
reporting  fornns, 
electronic  reporting,  etc. 


Economies  of  scale 
since  alliance  is  vehicle 
for  coverage  for  most 
people.  As  with  all 
proposals,  includes 
standardization  of 
reporting  forms, 
electronic  reporting,  etc. 


Enhance  consumer 
choice  of  plans  and 
improve  continuity  of 
coverage  and  care 


Those  in  new  purchasing 
groups  would  have 
expanded  choice,  but 
these  are  voluntary. 
Employees  can  opt  out 
of  employer-selected 
plan,  but  not  clear 
whether  employer  would 
continue  to  contribute 
the  same  amount  (if  any) 
in  this  instance. 


Choice  is  expanded  for 
all  individuals  and 
employees  in  firms  of 
100  or  fewer,  since 
HPPC  is  vehicle  for  all 
small  groups  and 
individuals. 


Choice  would  be 
expanded  for  all 
employees  in  firms  of 
5000  or  fewer 
employees.  Individuals 
could  keep  same  health 
plan  as  job  status 
changes. 


Prepared  by  the  Institute  for  Health  Policy  Solutions  under  a 
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ACCESS  TO  AFFORDABLE  HEALTH  CARE  COVERAGE  IS  NOT  JUST  AN  ISSUE  OF 
DOMESTIC  ECONOMIC  POLICY.  NOR  A  POLITICAL  PRIORITY;  MOST  SMALL  BUSINESS 
OWNERS  CITE  THE  ISSUE  AS  ONE  OFTHE  MOST  INTRACTABLE  BUSINESS  PROBLEMS  THEY 
FACE  FROM  DAY  TO  DAY.  WE  COMMEND  THE  ADMINISTRATION  AND  THE  CONGRESS 
FOR  TAKING  UP  THE  ISSUE  AND  MAKING  THE  COMMITMENT  TO  DEALING  WITH  THE  TASK 
OF  REFORM.  WE  BELIEVE  THAT  IN  CLEVELAND,  OHIO,  COSE'S  SMALL  GROUP 
PURCHASING  ALLIANCE  MIGHT  REPRESENT  PART  OF  THE  SOLUTION  TO  THE  HEALTH 
CARE  PROBLEMS  FACING  THE  COUNTRY  TODAY.  WE  THANK  THE  COMMITTEE  FOR  THE 
OPPORTUNITY  TO  SHARE  OUR  STORY. 

MY  NAME  IS  JOHN  HEXTER.  I  AM  THE  PRESIDENT  OF  A  SMALL  PRINTING 
COMPANY,  HEXTER  AND  ASSOCL\TES,  WHICH  I  AM  PROUD  TO  SAY  HAS  SIX  FULL  TIME 
EMPLOYEES.  I  AM  ALSO  THE  CHAIRMAN  OF  GROUP  SERVICES,  INC.  --  THE  NON-PROFIT 
STRUCTURE  COSE  HAS  PUT  IN  PLACE  TO  MANAGE  THE  ON-GOING  ACTIVITIES  OF  COSE'S 
BENEFITS  PROGRAMS.  I  AM  ACCOMPANIED  TODAY  BY  SUZANNE  MARTIN.  STAFF 
COUNSEL  FOR  COSE.  I  HOPE  TO  OUTLINE  COSE'S  ALLIANCE  ACnvmES  AND  PROVIDE 
ANSWERS,  BASED  ON  OUR  EXPERIENCES,  REGARDING  THE  ROLE  OF  ALLL\NCES  IN  A 
NATIONAL  HEALTH  CARE  REFORM  POLICY.  WE  WOULD  THEN.  OF  COURSE,  BE  HAPPY  TO 
ANSWER  ANY  QUESTIONS. 

FOR  OVER  TWENTY  YEARS.  THE  COUNCIL  OF  SMALLER  ENTERPRISES  (COSE,  AS 
WE  AFFECTIONATELY  CALL  OURSELVES)  HAS  BEEN  HARD  AT  WORK  IN  TACKLING  THE 
DUAL  CHALLENGES  OF  ACCESS  AND  AFFORDABILITY  IN  HEALTH  CARE  COVERAGE  FOR 
SMALL  EMPLO'iTRS  IN  OUR  COMMUNITY.  OUR  EFFORTS  HAVE  HELPED  US  TO  BECOME 
NOT  JUST  THE  LARGEST  ORGANIZATION  OF  OUR  KIND  IN  THE  IN  THE  COUNTRY,  BUT 
ALSO  NATIONALLY  RECOGNIZED  AS  THE  OPERATOR  OF  ONE  OF  THE  NATION'S  LARGEST 
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PROPRIETARY  GROUP  HEALTH  PLANS  FOR  SMALL  EMPLOYERS. 

COSE  HAS  ABOUT  14,000  MEMBER  COMPANIES,  OF  WHICH  OVER  11,000 
PARTICIPATE  IN  AT  LEAST  ONE  OF  OUR  15  SPONSORED  HEALTH  CARE  PLANS.  THOSE 
COMPANIES  PROVIDE  COVERAGE  TO  ALMOST  80.000  AREA  EMPLOYEES  AND,  WHEN  WE 
INCLUDE  THEIR  FAMILIES.  ABOUT  190,000  GREATER  CLEVELANDERS.  OUR  MEMBERS 
WILL  INVEST  OVER  $220  MILLION  IN  GROUP  HEALTH  CARE  PREMIUMS  IN  THIS  CONTRACT 
YEAR,  MAKING  COSE  THE  LARGEST  PURCHASER  OF  HEALTH  INSURANCE  IN  THE  STATE 
OF  OHIO. 

A  NUMBER  OF  THINGS  ARE  UNUSUAL  ABOUT  OUR  PLANS: 

FIRST.  WHILE  THE  GROUP  IS  VERY  LARGE,  THE  SIZE  OF  ITS  INDIVIDUAL 
PARTICIPANTS  IS  VERY  SMALL;  PARTICIPATING  COMPANIES  HAVE  AN  AVERAGE 
OF  ABOUT  SEVEN  EMPLOYEES.  COSE.  BY  THE  WAY.  DEHNES  A  SMALL  BUSINESS 
AS  AN  ENTITY  WITH  ONE  TO  ONE  HUNDRED  AND  FIFTY  EMPLOYEES.  GIVEN  THAT 
THE  MAJORITY  OF  THE  WORKING  UNINSURED  ARE  EMPLOYED  BY  COMPANIES 
WITH  FEWER  THAN  TEN  EMPLOYEES.  WE  BELIEVE  OUR  PROGRAM  HAS  A  GREAT 
IMPACT  ON  THAT  PART  OF  THE  MARKET  WHERE  THE  ACCESS/AFFORD  ABILITY 
DILEMMA  IS  MOST  SEVERE; 

SECOND,  AS  WE  HAVE  SURVEYED  EVERY  NEW  MEMBER  COMPANY  WHICH  HAS 
JOINED  OUR  PROGRAM  OVER  THE  YEARS,  WE'VE  FOUND  THAT  ABOUT  20%  OF  THE 
COMPANIES  JOINING  OUR  PLANS  DIDN'T  HAVE  GROUP  HEALTH  COVERAGE 
BEFORE.    SO  WHILE  OUR  PROGRAMS  ARE  NOT  SPECmCALLY  DESIGNED  FOR 
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UNINSURED  EMPLOYERS,  THEY  HAVE  INCREASED  ACCESS  TO  COVERAGE  FOR  A 
SIGNIFICANT  NUMBER  OF  SMALL  COMPANIES  AND  ABOUT  40,000  INDIVIDUALS; 

THIRD,  THE  VAST  MAJORITY  OF  COMPANIES  JOINING  OUR  PLANS,  THOSE  THAT 
DO  PROVIDE  COVERAGE  FOR  THEIR  EMPLOYEES,  TELL  US  THAT  JOINING  OUR 
PROGRAMS  REDUCES  THEIR  HEALTH  INSURANCE  COSTS  BETWEEN  THIRTY  AND 
FIFTY  PERCENT.  THOSE  SAVINGS  ENABLE  MANY  SMALL  BUSINESS  PEOPLE  TO 
IMPROVE  THE  BENEFITS  THEY  OFFER  TO  THEIR  WORKERS  AND  STILL  PAY  LESS 
FOR  THEIR  COVERAGE; 

DESPITE  OUR  LOWER  PRICES,  OUR  COSTS  ARE  VERY  STABLE.  THE  TREND  FACTOR 
INCREASES  CHARGED  BY  COMMERCIAL  INSURERS  TO  INDIVIDUAL  SMALL  GROUPS 
IN  THE  CLEVELAND  AREA  HAVE  RAISED  THE  COST  OF  COVERAGE  BY  AN 
AVERAGE  OF  170  PERCENT  SINCE  1986.  THE  PRICES  COSE  MEMBERS  PAY  HAVE 
INCREASED  A  TOTAL  OF  63  PERCENT  OVER  THE  SAME  PERIOD.  AND  OUR  INSURER 
IS  MAKING  MONEY.  HAVING  JUST  CONCLUDED  OUR  RATE  NEGOTIATIONS  FOR 
THIS  YEAR,  I  AM  PLEASED  TO  REPORT  THAT  CvJ  JULY  OF  THIS  YEAR,  COSE 
MEMBERS  WILL  EXPERIENCE  ON  AVERAGE  INCREASE  OF  2.85  PERCENT  -  THE 
LOWEST  IN  OUR  HISTORY.  THE  NATIONAL  BENEFITS  CONSULTING  FIRM  OF  FOSTER 
HIGGINS  TELLS  US  THAT  NATIONAL  TREND  IS  8  PERCENT  -  AND  HISTORICALLY 
OUR  REGION  OF  THE  COUNTRY  IS  ABOVE  TREND. 

THERE  ARE  MANY  REASONS  FOR  OUR  RELATIVE  SUCCESS. 

COSE  HAS  USED  MARKET  FORCES  TO  MAKE  THE  ECONOMICS  OF  HEALTH  CARE 
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WORK  FOR  OUR  MEMBERS.  WHILE  THE  NUMBER  OF  COSE  PARTICIPANTS  IS  QUITE 
LARGE.  IT  IS  IMPORTANT  TO  REMEMBER  THAT  WE  STARTED  VERY  SMALL  -  WITH 
ABOUT  2500  LIVES. 

COSE  BENEFIT  PROGRAMS  ARE  OPERATED  BY  PEOPLE  LIKE  ME.  WHEN  I  MAKE  A 
DEQSION  AS  A  BOARD  MEMBER  REGARDING  OUR  PROGRAMS.  I  THEN  HAVE  TO 
GO  BACK  TO  HEXTER  AND  ASSOCL\TES  AND  EXPLAIN  HOW  THE  CHANGES  ARE 
GOING  TO  IMPACT  MY  EMPLOYEES  AND  THEIR  FAMILIES.  AND  THEN  I  HAVE  TO 
GO  HOME.  AND  EXPLAIN  THE  SAME  THING  TO  MY  FAMILY.  I  CAN  TELL  YOU.  IT 
MAKES  ME  THINK  TWICE  BEFORE  I  PUT  MYSELF.  MY  FAMILY  AND  MY 
EMPLOYEES'  HEALTH  CARE  AT  RISK. 

OVER  TIME.  WE'VE  BUILT  A  GROUP  WHICH  ENJOYS  GREAT  ACTUARL\L 
CREDIBILITY.  ENABLING  US  TO  KEEP  COSTS  PREDICTABLE.  COSE  "OWNS*  THE 
DATA  ON  OUR  GROUP  --  GENERAL  INFORMATION  ABOUT  CLAIMS  EXPERIENCE. 
UTILIZATION  AND  COSTS.  THIS  GIVES  US  THE  ABILITY  WHEN  WE  NEGOTIATE  TO 
LOOK  OUR  CARRIERS  IN  THE  EYE  AND  TALK  TO  FACTS  ...  AND  PUT  ASIDE  THE 
FEARS  THAT  CARRIERS  SOMETIMES  HAVE  WHEN  DEALING  WITH  THE  SMALL 
GROUP  MARKET. 

WE  MANAGE  OUR  PROGRAMS  AGGRESSIVELY.  WITH  A  SPEQAL  FOCUS  ON 
DRIVING  DOWN  ADMINISTRATIVE  COSTS.  WE  CAN  ATTRIBUTE  A  GREAT  DEAL  OF 
OUR  MEMBERS'  SAVINGS  TO  THE  ADMINISTRATIVE  SIDE  OF  THE  EQUATION.  COSE 
MEMBERS'  TOTAL  ADMINISTRATIVE  COSTS  ARE  ABOUT  12  PERCENT  OF  PREMIUM  - 
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-  AS  COMPARED  TO  25  TO  40  PERCENT  OF  PREMIUM  IN  THE  SMALL  GROUP 
MARKET  GENERALLY.  CONTRARY  TO  PUBLIC  OPINION,  WE  DO  NOT  REALIZE 
SAVINGS  BY  DEALING  WITH  THE  RISK  SIDE  OF  THE  EQUATION. 

WE  ARE  EFFECTIVE  ADVOCATES  ON  OUR  MEMBERS'  BEHALF.  WHETHER  ITS  A 
CLAIM  THAT  HAS  BEEN  REFUSED  OR  A  SPECIHC  PROVISION  OF  OUR  CONTRACT 
THAT  IS  UNCLEAR,  COSE  USES  ITS  CLOUT  AS  THE  BIGGEST  CUSTOMER  OF  OUR 
CARRIERS  TO  HGHT  ON  BEHALF  OF  INDIVIDUALS. 

WHAT  CAN  BE  LEARNED  FROM  OUR  EXPERIENCE? 

ONE  IS  THAT  THE  MARKET  CAN  WORK.  COSE  IS  ENTIRELY  A  CREATURE  OF 
MARKET  FORCES,  AND  OUR  EXPERIENCE  SHOWS  THAT  THE  PRIVATE  SECTOR  CAN 
BE  EFFECTIVE  IN  THE  VOLUNTARY  MARKETPLACE.  WE  HAVE  FOUND  WAYS  TO 
ATTACK  THESE  ISSUES  BY  BEING  CREATIVE,  TAKING  A  FEW  CALCULATED  RISKS. 
AND  MAKING  SOME  TOUGH  DEQSIONS. 

COSE  ALSO  BELIEVES  THAT  THE  MARKET  IS  A  POWERFUL  REGULATOR.  THE 
FACT  THAT  COSE  MEMBERS  HAVE  THE  FREEDOM  TO  LEAVE  IF  THEY  DON'T  FEEL 
WE  ARE  RESPONSIVE  TO  THEIR  NEEDS  KEEPS  US  ON  OUR  TOES.  VOLUNTARY, 
COMPETING  ALLL\NCES  MUST  BE  PRESERVED  IF  WE  ARE  TO  KEEP  THE  PRESSURE 
UP.  THE  RIGHT  TO  SHOP  IS  ABSOLUTELY  CRUCL\L  TO  CONTINUING 
ACCOUNTABILITY  TO  PARTICIPATING  EMPLOYERS  AND  WORKERS. 

SECOND,  ALLL\NCE  PROGRAMS  MUST  BE  OPERATED  BY  THE  PURCHASERS 
OF  COVERAGE.  COSE  WAS  PART  OF  AN  EFFORT  IN  OHIO  TO  CREATE  A  STATE  LAW 
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REGARDING  THE  FORMATION  OF  VOLUNTARY  ALLIANCES.  THE  ALLIANCES  ARE 
REQUIRED  TO  SET  UP  A  GOVERNING  BODY  COMPOSED  OF  SMALL  BUSINESS 
OWNERS.  INSURERS.  PROVIDERS  AND  OTHERS  ARE  OUR  VENDORS  -  NOT  OUR 
OWNERS. 

THE  PRIMARY  ROLE  OF  THE  ALLIANCE  MUST  BE  THAT  OF  ADVOCATE  FOR 
PURCHASERS  AND  SUBSCRIBERS.  WE  SHOULD  LEAVE  THE  REGULATION  OF 
INSURANCE  PRACTICES  AND  SOLVENCY  ISSUES  IN  THE  HANDS  OF  THE  FOLKS  WHO 
DO  rr  BEST  --  STATE  INSURANCE  DEPARTMENTS. 

FOURTH,  AND  FORGIVE  ME  FOR  REPEATING  MYSELF,  BUT  I  DO  BELIEVE 
THIS  IS  IMPORTANT,  WE  MUST  PRESERVE  THE  RIGHT  OF  THE  ALLL\NCE  TO  "SHOP" 
AMONG  CARRIERS.  IT  IS  COSE'S  EXPERIENCE  THAT  IT  IS  BETTER  TO  BE  THE 
BIGGEST  CUSTOMER  OF  A  LIMITED  NUMBER  OF  CARRIERS  THAN  IT  IS  TO  BE  A 
MODEST-SIZED  CUSTOMER  OF  A  LARGE  OR  UNLIMITED  NUMBER  OF  CARRIERS. 

BECAUSE  OF  OUR  NEGOTIATING  CLOUT,  COSE  HAS  BEEN  ABLE  TO 
NEGOTL\TE  WITH  OUR  CARRIER  OVER  A  NUMBER  OF  INSURANCE  INDUSTRY 
PRACTICES  AND  EFFECTIVELY  CHANGE  THE  WAY  OUR  CARRIER  DOES  BUSINESS 
IN  THE  SMALL  GROUP  MARKET.  FOR  EXAMPLE.  COSE  COVERAGE  IS  HAS  NO 
PREEXISTING  CONDITION  EXCLUSIONS,  IS  PORTABLE  (MEANING  THAT  ANY 
PERSON  CAN  COME  TO  WORK  FOR  A  COSE  COMPANY  OR  CAN  MOVE  BETWEEN 
COSE  COMPANIES  --  AND  BE  ADMITTED  WITHOUT  MEDICAL  UNDERWRITING), 
RENEWABILITY  OF  COVERAGE  IS  GUARANTEED  AND  OUR  MEMBERS'  PRICES  ARE 
SET  AND  MAINTAINED  USING  A  MODIFIED  COMMUNITY  RATING  METHODOLOGY. 
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IN  ADDITION.  COSE  IS  ABLE  TO  GUARANTEE  ACCESS  TO  COVERAGE  TO  ANYONE 
WHO  APPLIES.  GENERALLY  SPEAKING.  ONLY  WITH  THE  THREAT  OF  REFORM  OVER 
ITS  HEAD  HAS  THE  INSURANCE  INDUSTRY  IN  GENERAL  BECOME  WILLING  TO  EVEN 
TALK  ABOUT  THOSE  ISSUES. 

FINALLY.  I  THINK  WE'VE  RE-LEARNED  THAT  THE  DELIVERY  AND 
FINANCING  OF  HEALTH  CARE  IS  PRIMARILY  A  LOCAL  ISSUE.  NO  MATTER  HOW 
COMPREHENSIVELY  WE  MAY  WISH  TO  PURSUE  REFORM,  THOSE  REFORM 
ATTEMPTS  WILL  FAIL  ULTIMATELY  UNLESS  THEY  ARE  BUILT  WITH  SUFHCIENT 
FLEXIBILITY  TO  ENABLE  LOCAL  COMMUNITIES.  ESPECDU-LY  LOCAL  PURCHASERS. 
TO  DESIGN  AND  MANAGE  DELIVERY  SYSTEMS  THAT  MEET  THOSE  COMMUNITIES' 
UNIQUE  NEEDS. 

THE  COSE  ALLIANCE  EXISTS.  HAS  A  LONG  RECORD  OF  SUCCESS.  AND  DESERVES 
YOUR  CONSIDERATION  AS  A  MODEL  FOR  PRIVATE-SECTOR  SMALL  GROUP  REFORM 
BECAUSE  WE'VE  ADDRESSED  THE  ISSUES  OF  ACCESS  TO  AFFORDABLE  HEALTH  CARE 
COVERAGE  BY  ATTACKING  THE  ROOT  CAUSES  OF  THE  PROBLEM,  IN  THE  MARKETPLACE. 

MR.  CHAIRMAN,  THANK  YOU  FOR  ALLOWING  US  TO  SHARE  OUR  STORY.  WE  WOULD  BE 
HAPPY  TO  ANSWER  ANY  QUESTIONS  THAT  YOU  MIGHT  HAVE. 
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Mr.  Chainnan,  members  of  the  Committee,  I  am  Russ  Notar,  President  of  the  National 
Cooperative  Business  Association  (NCBA).  Let  me  begin  by  thanking  you  for  inviting  us  to 
participate  today.  The  work  of  this  committee  has  benefitted  countless  American  businesses. 
We  could  not  be  more  pleased  to  assist  the  committee  in  its  consideration  of  health  care  reform. 

We  are  here  today  to  examine  in  detail  the  concept  of  regional  health  alliances,  structures 
proposed  in  bills  by  President  Clinton,  Representative  Cooper,  Senator  Chafee  and  others. 
Specifically.  I  am  here  to  urge  Congress  to  structure  alliances  as  private,  user-owned 
cooperatives  rather  than  as  federal  or  state  agencies. 

NCBA  is  the  only  national  trade  association  representing  cooperative  businesses  in  every 
sector  of  the  economy.  More  than  100  million  Americans  participate  in  over  47,000  cooperative 
businesses.  Cooperatives  permeate  American  society  and  are  integral  to  its  capitalist  economy. 
Those  businesses  contribute  at  least  $100  billion  each  year  to  the  American  economy,  and  NCBA 
is  proud  to  represent  them.   A  list  of  our  membership  is  attached  to  our  testimony. 

NCBA  has  taken  a  keen  interest  in  health  care  reform.  We  know  that  cooperatives  have 
a  long  and  successful  history  in  health  care.  The  first  pre-paid  HMO  in  the  country  was  a 
cooperative  started  during  the  depression  in  Elk  City,  Oklahoma.  Other  cooperatives,  such  as 
Group  Health  Cooperative  of  Puget  Sound  and  Health  Partners  of  Miimeapolis,  are  among  the 
most  respected  managed  care  organizations  in  the  nation.  For  150  years,  cooperatives  have 
offered  millions  of  people  increased  access  to  quality  goods  and  services,  at  a  lower  cost.  We 
believe  health  care  cooperatives  build  on  that  tradition  and  offer  citizens  a  non-governmental 
avenue  toward  the  Administration's  stated  goals  of  universal  coverage  and  effective  cost  control. 

A  cooperative  belongs  to  the  people  who  use  it  ~  people  who  have  pooled  their  resources 
to  provide  themselves  with  goods  or  services  they  need.  Unlike  a  shareholder-owned 
corporation,  cooperatives  operate  at  cost  and  offer  a  limited  return  on  equity.  Member-owners 
generally  have  equal  control  over  their  cooperative  with  each  member  exercising  one  vote.  They 
meet  at  regular  intervals,  hear  reports,  elect  directors  from  among  themselves  and  establish  basic 
policies  through  passage  of  articles  of  incorporation  and  bylaws.  The  directors,  in  turn,  hire 
management  to  operate  the  cooperative  on  a  day-to-day  basis  in  a  way  that  meets  goals  set  by 
directors  to  serve  the  members'  interests. 

Perhaps  of  most  importance,  cooperatives  are  business  entities  designed  by  consumers, 
businesses,  producers  and  workers  to  meet  a  distinct  economic  need.  They  are  organizations 
in  which  citizens  pool  their  resources  to  provide  themselves  goods  or  services  that  are  not 
available,  or  are  not  available  at  reasonable  quality  or  cost,  in  the  marketplace.  They  are  not 
government  agencies.  They  are  not  regulators.  Goverrunent  has  used  cooperatives  before  to 
address  economic  or  social  problems.  They  have  been  successful,  but  have  never  assumed 
regulatory  powers.  Credit  unions,  rural  electric  cooperatives  and  rural  telephone  cooperatives 
are  aU  private  businesses.    They  neither  have  nor  seek  governmental  authority. 
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In  constructing  alliances,  we  should  follow  this  precedent.  If  alliances  are  chartered  as 
cooperatives,  premium  cap  enforcement,  family  and  small  business  subsidy  determination,  and 
health  plan  certification  are  all  duties  that  should  be  left  to  the  federal  or  state  government. 

In  a  cooperative  alliance,  board  elections  would  offer  the  most  direct  control  for 
members  purchasing  their  health  insurance  through  it.  Democratic  control  would  ensure  board 
accountability  to  the  users  of  the  alliance,  while  an  appointed  board  would  need  only  respond 
to  its  political  patrons.  A  cooperative's  board  of  directors  has  financial  and  legal  responsibilities 
equal  to  other  corporate  boards,  and  board  members  are  expected  to  perform  the  duties  of  care, 
loyalty  and  attention  expected  of  all  corporate  directors.  Further,  however,  consumer  control 
would  give  alliance  participants  direct  input  on  issues  of  access,  cost  and  quality  that  are  central 
to  successful  health  care  reform. 

The  conventional  wisdom  around  Washington  these  days  is  that  regional  health  alliances 
amount  to  a  horrible  idea.  I  disagree.  I  think  alliances  offer  the  best  hope  for  market-based 
reform. 

Critics  attack  health  alliances  as  bureaucratic  monstrosities,  more  ruthless  than  the  tax 
collector  but  far  less  efficient.  They  say  alliances  would  turn  the  health  care  system  upside 
down,  allowing  the  government  to  control  almost  everything  but  the  choice  of  over-the-counter 
pain  killers.    "Everything  is  at  risk,"  says  one  television  commercial. 

I  agree  with  only  one  of  these  criticisms.  Cooperative  alliances  would  turn  today's  health 
insurance  system  upside  down.  And  it  is  about  time.  For  too  long,  the  economies  of  the  health 
care  industry  have  been  determined  by  health  plans,  not  by  consumers.  Cooperative  health 
alliances  would  empower  consumers;  they  would  allow  families  to  choose  from  a  menu  of  health 
insurance  plans,  instead  of  the  other  way  around.  Even  better,  cooperative  alliances  would 
afford  consumers  this  opportunity  without  creating  huge  new  government  bureaucracies. 

The  principles  of  cooperation  have  evolved  over  the  past  150  years  and  have  resulted  in 
the  formation  of  enormously  sophisticated  enterprises.  We  encourage  Congress  to  take 
advantage  of  the  substantial  experience  and  expertise  of  America's  cooperatives. 


Universal  Participation 

NCBA's  membership  includes  insurance  companies,  HMOs,  small  businesses  and 
consumer  cooperatives.  Thus,  we  examined  carefully  the  question  of  whether  participation 
should  be  voluntary  or  universal.   We  have  come  to  this  conclusion: 
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All  families  of  employees  of  small  businesses  should  purchase  health  insurance  through 
cooperative  alliances,  as  should  families  of  the  self-employed  and  the  unemployed.  Assuming 
that  large  corporations  will  be  excluded  from  alliance  participation,  we  urge  Congress  to 
recognize  that  several  trade  associations  offer  competitive  health  plans  to  their  members. 
Though  NCBA  does  not  offer  such  a  plan,  we  advocate  fmding  a  compromise  that  allows 
associations  to  preserve  their  existing  health  plans  without  placing  a  disproportionate  burden  on 
small  businesses  and  others  who  would  participate  in  regional  alliances  and  their  more  diverse 
risk  pools. 

Why  do  we  endorse  universal  participation  in  cooperative  alliances? 

Health  care  is  a  business  unlike  any  other  business.  For  health  plans  and  insurance 
companies,  more  business  potentially  can  be  bad,  because  the  more  sick  people  it  enrolls,  the 
more  claims  it  will  have  to  pay.  So,  naturally,  plans  try  to  avoid  people  with  higher  risks,  or 
at  least  charge  them  much  more.  Voluntary  alliances  would  tend  to  segregate  high-risk 
individuals  by  giving  businesses  with  below-average  risk  an  incentive  to  go  outside  the  alliance 
and  negotiate  directly  with  the  health  plans  themselves.  It  is  a  phenomenon  called  "adverse 
selection."  Every  time  a  healthier-than-average  firm  leaves  the  alliance,  the  average  risk  of  the 
alliance  pool  goes  up.   The  alliances  degenerate  into  nothing  more  than  high-risk  pools. 

Adverse  selection  leads  to  another  problem:  under  "community  rating"  ~  a  system  in 
which  the  government  requires  health  plans  to  charge  everyone  the  same,  regardless  of  each 
individual's  health  status  -  the  pressure  to  avoid  risk  intensifies.  That  is  why  managed 
competition  plans  also  call  for  "risk  adjustment,"  a  process  by  which  plans  with  healthier 
enroUees  compensate  plans  that  insure  pools  of  people  with  above-average  risk.  Here, 
mandatory  alliances  will  reduce,  not  increase,  bureaucracy. 

Think  of  how  difficult  it  would  be  to  "risk  adjust"  in  a  voluntary  alliance  system. 
Hundreds  of  health  plans  would  be  cutting  deals  with  thousands  of  employers  and  millions  of 
individuals.  I  cannot  imagine  the  army  of  bureaucrats  it  would  take  to  administer  such  a  system. 
Any  time  a  business  signed  a  deal  with  a  health  plan,  the  insurance  commissioner  would  have 
to  check  to  make  sure  the  plan  offered  the  correct  "community  rated"  price  to  the  employer. 
Then  the  total  risk  of  those  employees  would  have  to  be  computed  and  compared  with  the 
average  risk  of  employees  across  the  region.  Any  of  the  administrative  cost  reductions  we  are 
hoping  for  would  be  quickly  swallowed-up  by  additional  costs  incurred  by  each  state's  insurance 
commissioner.    An  absolute  nightmare. 

Finally,  even  community  rating  and  risk  adjustment  do  not  guarantee  risky  patients  access 
to  the  best  doctors  and  hospitals.  In  a  voluntary  alliance  system,  nothing  would  prevent  an 
insurer  from  offering  higher-quality  treatment  to  healthier  people  who  would  tend  to  use  it  less. 
For  example,  a  voluntary  alliance  of  software  companies  ~  businesses  with  scores  of  young. 


347 


healthy  employees  --  could  probably  offer  its  members  high-quality  plans  for  no  more  than  it 
would  cost  older  and  poorer  residents  to  buy  plans  that  offered  access  only  to  lower-quality  care. 
The  voluntary  alliance  and  gold-plated  plans  might  have  to  accept  all  who  wished  to  join,  but 
neither  would  have  an  obligation  to  market  to  all  potential  users. 

By  contrast,  alliances  allow  people  to  compare  apples  with  apples.  They  set  a  standard 
that  is  easy  to  administer.  They  give  everybody  access  to  the  same  set  of  plans  and  let  you  risk- 
adjust  in  a  rational  maimer.  In  short,  universal  participation  in  cooperative  alliances  will  make 
it  considerably  harder  for  health  plans  to  avoid  their  fair  share  of  risk. 


Competing  vs.  Exclusive  Regional  Alliances 

This  question  generated  more  controversy  within  our  organization  than  did  the  question 
of  whether  alliances  should  be  voluntary  or  mandatory.  However,  it  may  be  possible  to  allow 
for  competing  cooperative  alliances  if  the  following  issues  are  addressed: 

1)  Participation  in  a  cooperative  alliance  is  mandatory. 

2)  Competing  alliances  must  be  large  enough  to  generate  administrative  efficiencies. 
John  Christiansen,  counsel  to  the  Employer's  Health  Purchasing  Co-op  in  Seattle,  advises 
us  that  a  minimum  of  250,000  enrollees  is  necessary  to  achieve  administrative  savings. 

3)  Alliances  must  compete  only  on  the  level  of  customer  advocacy  and  service.  That  is, 
each  alliance  must  offer  the  same  menu  of  certified  health  plans  at  the  same  basic  price. 
Competition  between  the  alliances  would  occur  on  the  basis  of  administrative  capability, 
quality  of  service  and  other  matters  that  do  not  directly  affect  division  of  a  region's  risk 
pool. 

4)  Risk  adjustment  is  performed  on  a  regional  level  rather  than  on  an  alliance  level.  This 
remains  a  much  easier  process  because  all  individuals  and  small  businesses  would  be 
choosing  from  the  same  menu  of  health  plans,  even  if  they  chose  from  a  few  competing 
alliances. 

TTie  balance  of  our  testimony  relates  to  the  specifics  of  chartering  regional  alliances  as  true 
purchasing  cooperatives. 
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How  to  Elect  a  Cooperative  Board  of  Directors 

As  a  general  rule,  each  cooperative  member  is  entitled  to  one  vote  in  director  elections, 
regardless  of  the  number  of  shares  the  member  owns  or  the  volume  of  business  a  member  does 
with  the  cooperative. 

The  election  process,  however,  varies  among  cooperatives.  For  example,  some  board 
elections  could  are  conducted  by  mail  ballot.  Members  select  from  a  list  of  candidates,  perhaps 
guided  by  accompanying  position  statements  written  by  the  candidates.  This  approach,  of 
course,  could  be  modified  in  any  number  of  ways.  Members  could  be  divided  into  districts, 
voting  only  for  candidates  running  within  their  district  slot  (to  inhibit  gerrymandering,  already- 
established  boundaries  such  as  zip  codes  could  subdivide  a  regional  alliance).  Or  members  could 
be  divided  into  "affinity  groups"  (e.g.  employers,  consumers,  government  representatives)  and 
each  group  would  be  allocated  a  certain  number  of  directors. 

Alternatively,  large  cooperatives  often  use  "pyramid  elections"  to  select  board  members. 
A  one  million  member  alliance  could  be  divided  into  groups  of  5,(X)0,  each  of  which  would  elect 
one  district  representative.  The  2(X)  district  representatives  would,  in  turn,  elect  a  board  of 
directors  from  among  their  ranks,  or  from  the  membership  of  the  cooperative  as  a  whole.  As 
a  variation  on  this  theme,  multiple-county  alliances  could  have  each  county  elect  a  number  of 
district  representatives  proportional  to  its  population.  Thus  --  assuming  5,000  members  per 
district  --  County  A  (pop.  25,000)  would  elect  5  district  representatives,  and  County  B  (pop. 
5,000)  would  send  just  one.  This  method  is  similar  to  the  method  used  by  some  state  political 
parties  to  select  delegates  to  their  party's  national  convention. 

Accountability  of  Cooperatives 

Alliance  accountability  must  be  assured  in  at  least  three  ways  1)  elections  must  not  be 
compromised  by  private  health  care  interests;  2)  board  members  must  act  in  the  best  interests 
of  the  cooperative's  stakeholders;  and  3)  the  safety  and  security  of  private  and  public  dollars 
entrusted  to  the  cooperative  must  be  guaranteed. 

1)         Insulation  from  Private  Health  Care  Interests 

We  believe  this  potential  can  be  met  in  a  cooperative  model.   The  Health  Security  Act 
would  prohibit  health  care  providers  and  other  individuals  with  any  possible  conflict  of 
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interest  from  serving  on  alliance  boards.'  Further,  as  alliances  are  estaousned  as  user- 
owned  and  -controlled  entities,  we  believe  that  each  could  set  strict  election  spending- 
limits  for  board  candidates  without  violating  the  freedom  of  sp)eech  requirements  of  the 
First  Amendment.  At  the  very  least,  alliances  could  require  full  disclosure  of  private 
contributions  to  and  personal  campaign  expenditures  by  a  board  candidate.  Additional 
provisions  could  prohibit  private  health  care  interest  from  participating  in  elections, 
providing  election  materials  or  attempting  to  influence  voters  in  any  way.  Pyramid-style 
elections  could  make  it  even  harder  for  private  interests  to  influence  board  selection. 

2)         The  Board  Acts  on  Behalf  of  the  Entire  Membership 

A  cooperative's  bylaws  are  essentially  a  contract  between  the  cooperative  and  its 
members.  They  establish  the  operating  ground  rules  for  the  cooperative  corporation. 
The  bylaws  specify  the  duties  of  directors  and  the  conditions  under  which  they  can  be 
removed  from  the  board  for  breaching  their  fiduciary  responsibilities  to  the  organization 
and  its  membership. 

There  may  be  a  possibility  that  elected  alliance  boards  would  suffer  the  same  fate  as  so 
many  school  boards  ~  a  small  organized  minority  could  overwhehn  the  desires  of  the 
vast  majority  who  might  disagree  but  do  not  feel  strongly  enough  to  vote.  We  react  to 
this  argument  in  two  ways. 

First,  we  see  school  boards  as  altogether  different  animals.  School  boards  do  not  just 
make  sure  the  teachers  and  principals  are  paid  on  time,  they  craft  curricula,  set  standards 
and  approve  textbooks.  An  alliance,  on  the  other  hand,  is  likely  to  have  its  autonomy 
restricted  by  a  myriad  of  Federal  and  State  laws  and  regulations.  Alliances  would  neither 
accredit  physician-training  programs  nor  endorse  treatment  methods.  We  agree  with 
Walter  Zelman,  former  special  deputy  to  California  Insurance  Commissioner  John 
Garamendi  and  now  with  the  White  House,  that  while  the  powers  of  an  alliance  are 
invested  in  its  board,  "[Alliances]  should  probably  be  staff-driven  organizations  capable 
of  paying  for  and  attracting  top-quality  managers."^  Put  another  way,  "decisions  on 
overall  objectives,  policies  and  goals  of  the  [corporation]  are  the  responsibility  of  the 


Sec.  1302  prohibits  individuals  from  serving  on  a  regional  alliance  board  of  directors  if  the  individual:  1)  is 
a  health  care  provider;  2)  is  an  employee  or  director  or  derives  substantial  income  from  a  health  care  provider, 
health  plan,  pharmaceutical  company,  or  a  supplier  of  medical  equipment,  devices  or  services;  3)  is  a  person  who 
derives  substantial  income  from  the  provision  of  health  care;  or  4)  represents  the  interests  of  health  care  providers, 
plans,  or  others  involved  in  the  health  care  field. 

^Walter  A.  Zelman,  Health  Affairs,  Supplement  1993,  p.  56. 
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board.  Decisions  relating  to  attaining  objectives  and  goals  are  the  responsibility  of 
executives."' 

Second,  NCBA  firmly  believes  in  the  legitimacy  of  citizen-  or  member-control  of  entities 
that  have  a  central  role  in  individuals'  lives.  Running  a  cooperative  is  not  an  easy  task, 
and  sometimes  is  not  even  a  tidy  process.  Success  requires  skilled  management  and  a 
committed  leadership.  However,  cooperatives  continue  to  thrive  precisely  because 
democratic-control  and  member-ownership  address  the  needs  and  situations  of  individuals 
disadvantaged  or  unserved  by  investor-owned  businesses. 

3)        Security  of  Public/Private  Investment  in  Alliances 

Alliances  will  be  entrusted  with  billions  of  premium  dollars  and  additional  billions  of 
federal  and  state  taxpayer  funds.  There  are  numerous  examples  of  successful  protection 
of  public  and  private  fiinds  by  cooperatives.  For  example,  the  National  Cooperative 
Bank  (NCB),  chartered  by  Congress  in  1978,  is  governed  by  15  directors  -  12  are 
elected  by  user-owners  and  3  are  selected  by  the  President  of  the  United  States.  Since 
its  founding,  NCB's  $187  million  government  investment  has  grown  to  over  $537  million 
in  total  assets.'* 

Further,  consider  current  Federal  oversight  of  employee  pension  and  welfare  benefit 
plans.  The  Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  not  a  State  or 
Federal  agency,  governs  these  employer-provided  benefit  plans.  As  a  carefully  crafted 
statute,  ERISA  sets  standards  for  the  investment,  oversight  and  trusteeship  of  plan  funds; 
further,  both  plan  participants  and  the  Secretary  of  Labor  are  empowered  to  sue  for 
enforcement  of  the  law.  And  while  ERISA  is  a  complicated  and  technical  section  of  the 
U.S.  Code,  decades  of  case  law  inform  and  offer  guidance  to  plan  trustees,  managers  and 
participants. 

Pension-  and  welfare-plan  trustees  have  fiduciary  responsibilities  relating  to  handling  of 
funds  that  have  been  entrusted  to  them.  They  are  bonded,  and  trustees  who  breach  their 
fiduciary  trust  are  personally  liable  to  the  plan  for  damages.  But  govenmient  control  of 
pension  plans  is  not  necessary  to  ensure  compliance.  In  fact,  the  system  now  in  place 
works  without  the  threat  of  punitive  damages.  No  one  denies  that  Federal  oversight  and 
regulation  is  important  to  the  enforcement  scheme,  but  there  is  a  general  consensus  that 


'Leon  Garoyan  and  Paul  O.  Mohn,  The  Board  of  Directors  of  Cooperatives,  Agricultural  Sciences  Publications, 
University  of  California  (Publication  4060),  1976,  p.  74.  This  valuable  publication,  available  from  NCBA, 
describes  in  detail  the  authority,  responsibilities  and  role  of  cooperative  directors. 

'Figures  as  of  December  31,  1993. 
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ERISA  is  the  correct  tool  with  which  to  invest  plan  trustees  with  their  liability  to  pay 
promised  benefits. 

Given  the  success  of  NCB  and  ERISA,  statutory  enforcement  mechanisms  could  be 
written  to  guide  the  operation  of  alliances.  Today,  for  instance,  cooperative  members 
often  are  required  to  pay  damages  if  they  violate  their  marketing  agreements  with  a 
cooperative.  In  some  states,  if  a  member  fails  to  comply  with  such  a  marketing 
agreement,  the  cooperative  may  sue  to  recover  damages  from  both  the  member  at  fault 
and  any  business  or  person  that  acted  in  concert  with  that  member. 

Finally,  we  believe  strongly  that  each  alliance  should  undergo  a  yearly,  external  audit  of 
its  finances  and  operations.  In  such  a  system,  the  Federal  and  State  governments  would 
certainly  have  a  right  to  audit  the  alliances'  handling  of  public  monies. 


Cooperatives  are  Successful 

As  noted  earlier,  no  standard  formula  exists  for  the  successful  operation  of  a  cooperative 
business,  just  as  there  is  no  assured  formula  for  successful  operation  of  any  other  type  of 
coiporation.  However,  cooperatives  throughout  the  country  (and  the  world)  successfully 
exchange  vast  sums  of  goods,  services  and  capital  each  year. 

For  example,  credit  unions  are  user-owned  and  -controlled  cooperative  financial 
institutions.  Between  1988  and  1992,  NCUSEF-insured  credit  unions  averaged  just  $0.0562  of 
deposit  insurance  losses  per  SI 00  of  insured  shares.  FDIC-insured  banks,  by  contrast, 
experienced  $0,298  of  insurance  losses  per  $100  of  insured  deposits,  a  rate  more  than  five-rimes 
as  costly  as  credit  unions.  Even  more  telling,  from  1983  to  1992,  in  no  year  did  NCUSEF- 
insured  credit  unions  lose  more  than  $0,083  per  $100  of  insured  deposits;  and  credit  unions 
never  exceeded  the  insured-loss  rate  for  banks.' 

Other  successful  examples  of  cooperative  enteiprises  abound: 

*  CoBank,  in  Denver,  Colorado,  holds  approximately  $12  billion  in  assets.  The  bank 
is  owned  by  about  3,000  stockholders,  consisting  of  U.S.  agricultural  cooperatives,  rural 
utility  systems  and  other  businesses  that  serve  rural  America.  Two-thirds  of  CoBank' s 
stockholders  are  also  customers  of  the  bank,  which  is  governed  by  a  33-member  board 
of  directors.  The  bank  operates  on  a  cooperative  basis  and  a  substantial  portion  of  the 
bank's  earnings  are  returned  to  the  bank's  owners  in  the  form  of  patronage  refunds. 


'Sources:  FDIC  1992  Annual  Report;  NCUSIF  1992  Annual  Report. 
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♦  Group  Health  Cooperative  of  Puget  Sound  serves  1  -out-of-every- 1 1  Washington  state 
residents,  and  6-of-every-lO  HMO  members  in  Washington.  One  of  the  nation's  oldest 
and  largest  HMOs,  Group  Health  provides  comprehensive  and  coordinated  medical  care 
for  a  fixed,  prepaid  fee  with  minimal  copayments  and  deductibles.  Organized  as  a 
cooperative.  Group  Health  members  elect  its  Board  of  Trustees.  In  addition,  three 
regional  councils,  a  Medical  Center  Council  Assembly,  and  25  medical  center  councils 
or  local  advisory  councils  monitor  and  advise  Group  Health.  This  consumer  participation 
is  precisely  what  distinguishes  Group  Health  from  other  managed  care  organizations, 
including  non-profit,  community-rated  Blue  Cross  and  Blue  Shield  plans.  In  1991,  for 
instance,  Group  Health  added  lung  transplants  to  the  list  of  covered  benefits.  The 
decision,  which  increased  plan  costs  by  $0.25  per-person,  per-month,  was  voted  on  and 
approved  by  the  Board  of  Trustees. 

•  The  Alliance,  located  in  Denver,  is  a  member-owned,  non-profit  cooperative 
association,  formed  by  Colorado  employers  to  purchase  employee  health  benefits.  The 
Alliance  network  enrolls  providers  and  offers  employers  information  on  efficiency, 
effectiveness  and  quality  outcomes.  The  cooperative  pools  savings  from  all  provider 
sources  for  later  distribution  to  the  members  based  on  their  respective  use  of  the 
network's  services.  All  claims  for  medical  services  are  submitted  by  providers  to  the 
Alliance  first  for  repricing  and  outcomes  tracking.  The  health  care  provider  is  then  paid 
a  discounted  amount  based  on  the  Alliance's  negotiated  contract.  Members  can  increase 
their  patronage  dividends  through  greater  use  of  the  network.  In  addition,  employees  of 
the  Alliance's  member-employers  are  eligible  for  patronage  dividends  to  the  limit  of  their 
copays  and  deductibles,  which  provides  individuals  with  powerful,  positive  incentives  to 
use  the  providers  in  the  network. 


Education  and  Participation 

A  cooperative's  success  will  ultimately  depend  on  its  commitment  to  involve  and  educate 
its  members.  Directorship  is  perhaps  the  highest,  but  by  no  means  the  only,  level  of  service  by 
members  to  the  organization.  Particularly  among  large  cooperatives,  advisory  committees  and 
local  leaden  are  integral  to  strengthening  a  co-op's  relationship  with  its  members. 

Cooperatives  that  request  member  participation  must  also  provide  their  members  with  the 
tools  needed  to  be  good  decisionmakers.  The  amount  of  education  and  its  delivery  method 
certainly  varies  among  cooperatives.  All  cooperatives  provide  their  members  with  detailed 
annual  reports  and  present  operating  results  at  least  annually  to  a  general  membership  meeting. 
Many  choose  to  distribute  a  newsletter  to  members  and  friends  of  the  cooperative.  Others  hold 
numerous  classes  on  topics  of  interest  to  the  members.  The  credit  union  movement  provides 
extensive  independent  study  courses  for  its  members.    Many  health  care  cooperatives  offer 


353 


member  hot  lines  to  answer  questions  regarding  cooperative  services.  In  the  fiiture,  some 
cooperatives  may  use  an  electronic  bulletin-board  to  encourage  comments  from  and  discussion 
among  members.  Town  meetings  with  board  members  offer  a  useful  forum  for  expressing 
appreciation  and  airing  concerns.  We  believe  that  the  extensive  member-education  and  member- 
governance  experience  of  the  country's  cooperatives  can  be  readily  adapted  to  the  consumer 
health  care  educational  programs  made  available  by  user-owned  alliances.  However,  a 
cooperative  that  takes  its  members  for  granted  usually  finds  its  members  taking  it  for  granted, 
too. 


Conclusion 

Congress  has  historically  recognized  the  unique  role  cooperatives  play  in  providing  goods 
and  services  to  the  over  100  million  Americans  who  are  cooperative  members.  In  1978. 
Congress  described  cooperatives  as  "a  proven  method  for  broadening  ownership  and  control  of 
economic  organizations,  increasing  the  number  of  market  participants... and  building  bridges 
between  producers  and  consumers,  and  their  members  and  patrons."*  In  other  words,  Congress 
found  that  cooperatives  achieved  intertwined  goals:  increased  access  to  quality  goods  and 
services  at  a  lower  cost.  Today,  as  Congress  considers  health  care  reform,  NCBA  urges  it  to 
make  use  of  initiatives  that  have  worked  so  well  in  the  past.  Cooperatives  enable  people  to  meet 
common  needs  through  group  effort.   We  cannot  afford  to  reject  this  lesson. 


'12  U.S.C.  3001  (National  Consumer  Cooperative  Bank  Act). 
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February  1994 


NATIONAL  COOPERATIVE  BUSINESS  ASSOCIATION 
ORGANIZATIONAL  MEMBERS 


21st  Century  Genetics 
Shawano,  WI 

Ag  Processing,  Inc. 
Omaha,  NE 

Agents  Cooperative  Exchange,  Inc. 
Gainesville,  FL 

AgMax,  Inc. 
Frankfort,  IN 

Agri  Maii(  Fanners  Co-op,  Inc. 
Ashland,  OH 

Agricultural  Co-op  Council  Of  Oregon 
Salem,  OR 

Agricultural  Council  of  California 
Sacramento,  CA 

Alabama  Credit  Union  League 
Birmingham,  AL 

Alaska  Credit  Union  League 
Anchorage,  AK 

Amalgamated  Bank  of  New  York 
New  York,  NY 

Amalgamated  Life  Insurance  Company 
New  York,  NY 

America's  Favorite  Chicken  Company 
Atlanta,  GA 


American  Dry  Pea  And  Lentil  Association 
Moscow,  ID 

Archer  Daniels  Midland  Company 
Decatur,  IL 

Arizona  Credit  Union  League 
Phoenix,  AZ 

Arkansas  Credit  Union  League 
Little  Rock,  AR 

Ashland  Community  Food  Store 
Ashland,  OR 

Associated  Cooperatives,  Inc. 
Richmond,  CA 

Association  of  Illinois  Electric  Cooperatives 
Springfield,  IL 

Avon  Hills  Consumer  Housing  Cooperative 
Rochester  Hills,  MI 

B  &  W  Co-op,  Inc. 
Breckenridge,  MI 

Battle  Creek  F.B.A. 
Climax,  MI 

Bayfield  Electric  Cooperative,  Inc. 
Iron  River,  WI 

Benton  County  Cooperative  Association 
Foley,  MN 
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Blooming  I*rairie  Warehouse,  Inc. 
Iowa  City,  lA 


Champaign  Landmark,  Inc. 
Urbana.  OH 


BloomingFoods  Market  &  Deli 
Bloomington.  IN 

Blue      Ridge      Electric      Membership 

Corporation 

Lenior,  NC 

Brattleboro  Food  Cooperative,  Inc. 
Brattleboro,  VT 

Buckeye  Countrymark,  Inc. 
Xenia,  OH 

Butler  Landmark,  Inc. 
Hamilton,  OH 

California  Association  of  Cooperatives 
Albany,  CA 

California  Credit  Union  League 
Pomona,  CA 

Cape  Ann  Food  Cooperative 
Gloucester,  MA 

Carolina  Electric  Cooperatives 
Raleigh.  NC 

Cascadian  Farm 
Sedro  Woolley,  WA 

Center  For  Community  Self-Help 
Durham,  NC 

Central  Co-op,  Inc. 
Seattle,  WA 

Central  Texas  Mutual  Housing  Assn 
Austin,  TX 


Cleveland  Food  Cooperative 
Cleveland,  OH 

Clinton  Landmark,  Inc. 
Wilmington,  OH 

Co-Opportunity  Consumers  Cooperative 
Santa  Monica,  CA 

CoBank-National  Bank  For  Cooperatives 
Denver,  CO 

College  Houses,  Inc. 
Austin,  TX 

Colorado  Cooperative  Council,  Inc. 
Englewood,  CO 

Cooperative  Alunmi  Association 
Richmond,  KY 

Cooperative  Auditing  Service,  Inc. 
I*rinceton,  MN 

Cooperative  Council  of  North  Carolijia 
Raleigh,  NC 

Cooperative  Development  Services 
Madison,  WI 

Cooperative  Elevator  Company,  Inc. 
Pigeon,  MI 

Cooperative  Optical  Services,  Inc. 
Detroit,  MI 

Cooperative  Services,  Inc. 
Oak  Park,  MI 

Coordinated  Housing  Services,  Inc. 
New  York,  NY 
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Coordinating  Council  Of  Cooperatives 
New  York,  NY 

Council  of  New  York  Cooperatives 
New  York,  NY 

Countrymark  Cooperative,  Inc. 
Indianapolis,  IN 

Credit  Union  National  Association 
Madison,  WI 

CUNA  Mutual  Insurance  Society 
Madison,  WI 

Dairyland  Power  Cooperative,  Inc. 
Lacrosse,  WI 

Davis  Food  Co-op,  Inc. 
Davis,  CA 

District  of  Columbia  Credit  Union  League 
Washington,  DC 

Doherty,  Rumble  and  Butler 
St.  Paul,  MN 

E.  A.  Jaenke  and  Associates 
Washington,  DC 

East  Wind  Community 
Tecumseh,  MO 

Eastown  Food  Cooperative 
Grand  Rapids,  MI 

Employers  Insurance  Of  Wausau 
Wausau,  WI 

Family  Health  Plan 
Elm  Grove,  WI 

Farmland  Industries,  Inc. 
Kansas  City,  MO 


Farmland  Mutual  Insurance  Company 
Des  Moines,  lA 

Farmway  Co-op,  Inc. 
Beloit,  KS 

Federation      of     New      York     Housing 

Cooperatives 

Flushing,  NY 

Federation  Of  Ohio  River  Cooperatives 
Columbus,  OH 

Federation  Of  Southern  Cooperatives 
Atlanta,  GA 

Flatbush  Cooperative 
Brooklyn,  NY 

Food  Front  Cooperative  Grocery 
Portland,  OR 

Franklin     Research     And     Development 

Corporation 

Boston,  MA 

Frontier  Cooperative  Herbs 
Norway,  lA 

Garden  City  Cooperative,  Inc. 
Garden  City,  KS 

Geddes  Lake  Cooperative  Homes 
Ann  Arbor,  MI 

Gentle  Strength  Cooperative 
Tempe,  AZ 

Georgia  Credit  Union  League,  Inc. 
Duluth,  GA 

Good  Day  Market  Cooperative 
Portland,  ME 
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Goodness!  Grocery 
West  Lafayette,  IN 


Idaho  Credit  Union  League 
Boise,  ID 


Greenbelt  Consumer  Cooperative,  Inc. 
Greenbelt,  MD 

Greenbelt  Homes.  Inc. 
Greenbelt,  MD 

Group  Health  Association  of  America 
Washington,  DC 

Group  Health  Cooperative  of  Puget  Sound 
Seattle,  WA 

Hamilton  Farm  Bureau  Cooperative,  Inc. 
Hamilton,  MI 

Hanover  Consumers  Cooperative  Society 
Hanover,  NH 

Harvest  Cooperative  Supermarkets 
Allston,  MA 

HealthPartners 
Minneapolis,  MN 

Homestead  Housing  Center 
Inver  Grove  Heights,  MN 

Human/Economic  Appalachian 
Development  Corporation 
Berea,  KY 

Hunger  Mountain  Food  Co-op 
Montpelier,  VT 

Hyde  Park  Cooperative  Society,  Inc. 
Chicago,  IL 

Idaho  Cooperative  Council,  Inc. 
Meridian,  ID 


Illinois  Credit  Union  League 
Naperville.  IL 

Independent  Distributors  Cooperative 
Greenwood,  IN 

Indian  Farmers  Fertiliser  Cooperative  Ltd. 
New  Delhi,  India 

Indiana  Credit  Union  League 
Indianapolis,  IN 

Inter-Cooperative  Council, 
Univ.  of  Michigan 
Ann  Arbor,  MI 

Inter-Cooperative  Council, 
Univ.  Of  Texas 
Austin,  TX 

Iowa  Credit  Union  League 
Des  Moines,  lA 

Iowa  Institute  For  Cooperatives 

Ames,  lA 

Kansas  Cooperative  Council 
Topeka,  KS 

Kansas  Credit  Union  Association 
Wichita,  KS 

Kansas  Farmers  Service  Association 
Hutchinson,  KS 

Kokua  Market 
Honolulu,  HI 

Krishak  Bharati  Cooperative,  Ltd. 
New  Delhi,  India 
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La  Montanita  Food  Cooperative 
Albuquerque,  NM 

Lake  States  Forestry  Cooperative 
Duiuth,  MN 

Lakewinds  Natural  Foods 
Minnetonka,  MN 

Land  O'Lakes,  Inc. 
Minneapolis,  MN 

LaSalle  Group  Ltd. 
Minneapolis,  MN 

Lexington  Real  Foods  Co-op,  Inc. 
Buffalo,  NY 

Life  Grocery  Cooperative 
Marietta,  GA 

Livemois-Seven  Mile  Cooperative  Center 
Detroit,  MI 


Milk  Marketing,  Inc. 
Strongsville,  OH 

Minnesota  Association  of  Cooperatives 
St.  Paul,  MN 

Minnesota  League  of  Credit  Unions 
Bloomington,  MN 

Minster  Fanners  Cooperative  Exchange 
Minster,  OH 

Mississippi  Market  Cooperative,  Inc. 
St.  Paul,  MN 

Missouri  Credit  Union  League 
St.  Louis,  MO 

Mitchell-Lama  &  Allied  Housing  Council 
New  York,  NY 

Montana  Council  Of  Cooperatives 
Helena,  MT 


Luckey  Fanners,  Inc. 
Woodville,  OH 


Moscow  Inter-Regional  Commercial  Bank 
Moscow,  Russia 


Madison  Mutual  Housing  Association 
Madison,  WI 


Mutual  Redevelopment  Houses,  Inc. 
New  York,  NY 


Mahoning     Farm     Bureau      Cooperative 

Association 

Canfield,  OH 

Massachusetts      CUNA      Credit      Union 

Association 

Southboro,  MA 

Michigan  Credit  Union  League 
Detroit,  MI 

Midland  Co-op,  Inc. 
Danville,  IN 


Mutual  Service  Insurance  Companies 
St.  Paul,  MN 

National  Agricultural  Cooperative  Marketing 
Federation  of  India  (NAFED) 
New  Delhi,  India 

National      Association     Of     Housing 

Cooperatives 

Alexandria,  VA 

National  Cooperative  Bank 
Washington,  DC 
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National  Federation  of  Community 
Credit  Unions 
New  York,  NY 

National  Rural  Electric  Cooperative  Assn. 
Washington,  DC 

National  Telephone  Cooperative  Association 
Washington,  DC 


North  Dakota  Credit  Union  League 
Bismarck,  ND 

North  Farm  Cooperative  Warehouse 
Madison,  WI 

Northcountry     Cooperative     Development 

Fund 

Mirmeapolis,  MN 


Nationwide  Mutual  Fire  Insurance  Company 
Columbus,  OH 


Northeast  Cooperative  Council 
Ithaca,  NY 


Nationwide  Mutual  Insurance  Company 
Columbus,  OH 


Northeast  Cooperatives 
Brattleboro,  VT 


NCB  Business  Credit  Corporation 
Washington,  DC 

Nebraska  Cooperative  Council 
Lincoln,  NE 


Northwest  Farmers  Co-op 
Hamler,  OH 

NutraSource,  Inc. 
Seattle,  WA 


Nebraska  Credit  Union  League 
Omaha,  NE 


Oberlin  Consumers  Co-op,  Inc. 
Oberlin,  OH 


New  Cooperative  Company 
Dillonvale,  OH 


Ohio  Council  Of  Cooperatives,  Inc. 
Hilliard,  OH 


New  Leaf  Market 
Tallahassee,  FL 


Ohio  Credit  Union  League 
Columbus,  OH 


New  Pioneer  Cooperative  Society 
Iowa  City,  lA 

New  York  State  Credit  Union  League 
Albany,  NY 

North  American  Students  of  Cooperation 
Ann  Arbor,  MI 

North  Coast  Cooperative,  Inc. 
Eureka,  CA 


Ohio  Farm  Bureau  Federation,  Inc. 
Columbus,  OH 

Ohio  Rural  Electric  Cooperative,  Inc. 
Columbus,  OH 

Oklahoma      Association      of     Electric 

Cooperatives 

Oklahoma  City,  OK 

Oregon  Credit  Union  League 
Beaverton,  OR 
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Oryana  Food  Cooperative,  Inc. 
Traverse  City,  MI 

Outpost  Natural  Foods  Cooperative 
Milwaukee,  WI 

Ozaric  Cooperative  Warehouse 
Fayetteville,  AR 

Park  Forest  Cooperative  Area  B 
Park  Forest,  IL 

Park  Forest  Cooperative  Area  J 
Park  Forest,  IL 

Pennsylvania  Credit  Union  League 
Harrisburg,  PA 

People's  Food  Cooperative 
Ann  Arbor,  MI 

Preble  Landmark,  Inc. 
Eaton,  OH 

Premier  Hospitals  Alliance,  Inc. 
Westchester,  IL 

PSA  Security  Alliance 
Denver,  CO 

Puget  Consumers'  Co-Op 
Seattle,  WA 

Puget  Sound  Cooperative  Federation 
Seattle,  WA 

Recreational  Equipment,  Inc. 
Sumner,  WA 

River  Springs  Cooperative  Association 
Green  Springs,  OH 

Roots  &  Fruits  Cooperative  Produce 
Minneapolis,  MN 


Rush    County   Farm    Bureau    Cooperative 
Rushville,  IN 

Ruth  Fanners  Elevator,  Inc. 
Ruth,  MI 

Sacramento  Natural  Foods  Co-op  Inc. 
Sacramento,  CA 

Scala  Consulting  Service 
Silver  Spring,  MD 

Seguros  La  Equidad  Cooperative 
Santa  Fe  de  Bogota,  Colombia 

Senior  Ventures,  Inc. 
Baltimore,  MD 

Sevananda  Food  Cooperative 
Atlanta,  GA 

Seward  Community  Co-op,  Inc. 
Minneapolis,  MN 

Sioux  Valley  Empire  Electric  Association 
Coleman,  SD 

South  Dakota  Credit  Union  League 
Sioux  FaUs,  SD 

Southern  Cooperative  Development  Fund 
Lafayette,  LA 

St.  Paul  Bank  For  Cooperatives 
St.  Paul,  MN 

St.  Peter  Food  Coop 
St.  Peter,  MN 

State  Association  of  Fanners 
Quinby,  SC 

Telecommunications  Cooperative  Network 
Arlington,  VA 
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Texas  Agricultural  Cooperative  Council 
Austin,  TX 

Texas  Credit  Union  League 
Dallas,  TX 

The  Arlington  Cooperative  Organization 
Arlington,  VA 

Connecticut  Credit  Union  League,  Inc. 
Wallingford,  CT 

Electric  Cooperatives  of  South  Carolina 
Cayce,  SC 

The  Food  Cooperative 
Port  Townsend,  WA 

The  ICA  Group,  Inc. 
Boston,  MA 

The  Intellect  Foundation 
Moscow,  Russia 

Tucson  Cooperative  Warehouse 
Tucson,  AZ 

U.S.  Commission  Company 
Upper  Sandusky,  OH 

United  Cooperative  Services,  Inc. 
Fairfax,  VA 

United  Seniors  Health  Cooperative 
Washington,  DC 

Univ.  of  California  Center  for  Cooperatives 
Davis,  CA 

Univ.  of  Wisconsin  Center  for  Cooperatives 
Madison,  WI 

Universal  Cooperatives,  Inc. 
Minneapolis,  MN 

University  Students  Cooperative  Association 
Berkeley,  CA 


Upper  Valley  Food  Cooperative 
White  River  Junction,  VT 

Utah  League  of  Credit  Unions,  Inc. 
Salt  Lake  City,  UT 

Valley  Coop,  Inc. 
Stillwater,  MN 

Virginia  Credit  Union  League 
Lynchburg,  VA 

Washington  Mortgage  Financial  Group,  Ltd. 
Vienna,  VA 

Washington  State  Council  of  Farmer  Co-ops 
Olympia,  WA 

Washoe  Zephyr  Food  Co-op  Inc. 
Reno,  NV 

Weavers  Way  Cooperative 
Philadelphia,  PA 

Wedge  Community  Co-op 
Minneapolis,  MN 

Western  Fuels  Association  Inc. 
Washington,  DC 

Wheatsville  Food  Cooperative 
Austin,  TX 

Williamson  Street  Grocery  Cooperative 
Madison,  WI 

Wisconsin  Credit  Union  League 
Pewaukee,  WI 

Wisconsin  Electric  Cooperative  Association 
Madison,  WI 

Wisconsin  Federation  Of  Cooperatives 
Madison,  WI 
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Good  Morning,  Chairman  LaFalce,  Ranking  Member  Meyers  and  Members  of  Small  Business 
Committee.  I  appreciate  the  opportunity  to  share  my  views  with  you  this  morning  on  the  topic 
of  health  plan  purchasing  alliances  (HPPCs).  By  calling  this  hearing,  you  have  indicated  to  me 
and  the  American  your  determination  to  reform  America's  health  care  system. 

The  Louisiana  Health  Care  Alliance  (LHCA)  is  a  coalition  of  employers  of  aU  sizes, 
rq>resenting  over  a  quarter  million  covered  lives  in  southeast  Louisiana  alone.  LHCA  is  an 
active  member  of  the  National  Business  Coalition  on  Health,  which  rq)resents  over  80  employer 
coalitions  and  6000  employers  with  nearly  30  million  covered  lives  nationwide. 

Through  our  national  organization  and  at  the  state  level,  business  coalitions  such  as  ours  are 
working  to  promote  employer  led,  market  driven,  community-based  health  care  reform. 
Gradually,  state  by  state,  community  by  community,  we  are  having  an  impact  through  a  variety 
of  means  ~  including  employer  sponsored  purchasing  initiatives. 

I  would  like  to  begin  my  testimony  by  providing  the  views  of  LHCA  on  health  plan  purchasing 
cooperatives  (e.g.,  Alliances  or  HPPCs)  and  how  they  might  best  be  structured  and  perform  to 
benefit  the  small  business  sector  of  our  economy  ~  and  then  conclude  this  testimony  with  some 
additional  information  about  other  employer  coalitions  as  well  as  our  own  organization's 
activities  related  to  this  issue. 

Purchasing  co(q)eratives  were  originally  intended  to  benefit  underserved  populations  like  small 
businesses  and  individual  who  lacked  the  market  clout  to  negotiate  for  better  prices  as  larger 
employers  can  do  now.  As  initially  proposed,  these  HPPCs  were  not  intended  to  serve  as 
virtual  single  payer  systems  granting  a  monc^ly  for  healthcare  purchasing. 
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Employee  thresholds  similar  to  those  proposed  in  the  President's  plan  would  create  huge  new 
purchasing  cooperatives  that  would  "swallow  up"  80-85%  (or  more)  of  the  purchasing  power 
in  most  communities  ~  leaving  little  negotiating  power  left  over  for  other  purchasers.  The 
impact  on  private  sector  purchasing  initiatives  would  be  devastating. 

Additionally,  with  no  competing  purchasers  with  whom  to  compare  a  government-run  or 
sponsored  purchasing  cooperative,  consumers  and  employers  would  have  no  way  of  assessing 
its  ability  to  effectively  negotiate  fees  and  ensure  quality  outcomes.  Nor  would  purchasers 
know  whether  or  not  a  monopolistic  purchasing  cooperative  was  charging  a  fair  administrative 
fee  for  the  services  it  provided. 

Since  most  small  businesses  are  local  in  nature  and  serve  specific  conmnmities,  we  would 
propose  a  smaUer,  decentralized  structure  for  purchasing  cooperatives  ~  one  that  was  related 
to  natural  markets.  We  believe  that  huge  purchasing  cooperatives,  including  those  that  may 
cross  borders  and  geographical  boundaries,  are  designed  to  regulate  and  control,  rather  than 
empower  purchasers  and  stimulate  markets  to  perform  as^they  should. 

We  also  suggest  that  the  structure  of  purchasing  cooperatives  should  be  somewhat  flexible, 
able  to  be  easily  modified  as  they  evolve,  giving  their  managing  boards  ~  composed  of 
employers  and  consumers  ~  the  ability  to  effectively  idapt  to  changes  in  local  markets  if 
necessary. 

We  do  not  believe  that  employers  should  be  mandated  to  provide  and  pay  for  health  care 
coverage  for  their  employees.  The  small  business  community  has  already  gone  on  record 
indicating  that  employer  mandates  would  result  in  fewer  jobs,  lower  wages  and  higher  prices 
for  the  goods  and  services  we  produce.   We  believe  the  government's  role  should  be  one  of 


365 

enabling  rather  than  requiring  small  employer  participation. 

We  would  prefer  to  see  voluntary  purchasing  cooperatives  competing  for  business  in  local 
markets.  If  purchasing  cooperatives  are  doing  a  good  job  controlling  costs  while  ensuring 
qu^ty  and  value,  they  will  attract  customers.  If  not,  employers  should  have  the  option  of 
purchasing  on  their  own  as  most  do  now.  For  voluntary  competing  purchasing  cooperatives  to 
woric,  market  reforms  must  be  implemented  that  eliminate  discriminatory  rating  and 
underwriting  practices.  Individuals  and  small  groups  have  been  denied,  restricted  or  priced  out 
of  coverage  in  the  past  due  to  characteristics  of  age,  health  history  and  job  status.  To 
effectively  solve  this  problem,  appropriate  reforms  that  address  issues  related  to  risk  selection 
are  definitely  needed. 

We  believe  that  the  market  best  served  by  collective  purchasing  is  represented  by  employers 
with  100  or  fewer  employees.  This  seems  to  be  the  size  employer  that  has  historically  had  the 
most  difficulty  in  obtaining  quality,  affordable  health  care  benefits  on  their  own.  Additionally, 
by  limiting  HPPC  size  in  this  maimer,  there  is  less  likelihood  that  government  sponsored  health 
care  purchasing  would  dominate  local  markets.  This  is  important  if  employer  led  purchasing 
initiatives  that  have  demonstrated  an  ability  to  control  costs  and  purchase  value  are  to  be 
encouraged  through  reform  to  continue  and  expand  rather  than  curtail  their  efforts. 

The  duties  and  regulatory  authority  of  purchasing  cooperatives  should  be  limited  to 
administering  enrollment,  collection  and  disbursement  of  premiums,  overseeing  mechanisms 
to  prevent  risk  selection  and  securing  and  publishing  data  on  quality  and  outcomes.  Duties  may 
also  need  to  include  ensuring  that  federal  standards  are  met  by  competing  health  plans  which 
include  offering  the  approved  basic  benefit  package,  submitting  data  and  meeting  financial 
requirements  that  may  be  necessary  to  ensure  solvency. 
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HPPCs  should  enable  rather  than  compel  participation  by  employers  and  health  plans  alike. 
We  believe  HPPCs  should  be  allowed  to  determine  whether  they  wish  to  be  active  or  passive 
purchasers.  Active  purchasers  may  selectively  contract,  while  passive  purchasers  must  accept 
and  offer  all  qualified  plans. 

Although  the  managing  board  of  HPPCs  should  be  representative  of  their  consumers  (employers 
and  individual  consumers)  and  should  be  accountable  to  their  memberships,  ultimately 
accountability  can  and  will  come  at  the  hands  of  the  marketplace  ~  if  purchasers  are  given 
accurate,  useful  information.  Clear,  concise  and  current  data  will  be  critical  for  individuals  and 
employers  in  a  dynamic,  competitive  market.  Employers  and  employees  must  be  given  the 
ability  to  select  among  competing  health  plans,  not  just  on  the  basis  of  cost  but  also  on  the  basis 
of  quality.  This  will  mean  that  a  uniform  methodology  is  essential  for  evaluating  patient 
satisfaction  and  clinical  outcomes  in  terms  that  are  understandable  to  the  average  HPPC 
consumer. 

Development  of  a  consumer  friendly  report  card  on  various  health  plans  is  already  underway 
in  a  number  of  employee  coalitions  including  our  own,  through  adaptation  and  use  of  the  new 
HEDIS  2.0  document  recently  developed  by  the  National  Committee  for  Quality  Assurance. 
HEDIS  (Health  Plan  Employer  Data  Information  Sets)  combined  with  our  own  data  collection 
will  enable  employers/purchasers  to  differentiate  between  competing  managed  care  organizations 
on  the  basis  of  network  composition,  patient  satisfaction  and  clinical  outcomes.  Much  of  the 
information  is  useable  at  the  individual  consumer  level  as  well. 

In  sunmiary,  the  Louisiana  Health  Care  Alliance  favors  voluntary,  non-regulatory,  multiple 
competing  purchasing  cooperatives.    The  Alliance  and  many  of  our  counterpart  coalitions 


367 


across  the  country  have  already  begun  to  establish  employer  sponsored  purchasing  groups  and 
organizations  similar  in  puipose  and  structure  to  HPPCs.  In  addition  to  the  Preferred  Provider 
Network  already  yielding  significant  savings  for  employers  in  the  Baton  Rouge  area,  our  new 
health  care  Alliance  in  Shreveport  and  Lake  Charles,  Louisiana,  have  recently  developed  PPOs 
to  benefit  employers  in  those  conmiunities  as  well. 

LHCA  is  also  in  the  process  of  implementing  a  pilot  project  with  the  Chamber  of  Commerce 
to  extend  the  network  to  their  small  employer  members.  With  the  upcoming  formation  of  new 
alliances  in  the  Alexandria  and  Lafayette,  Louisiana,  areas,  soon  most  employers  in  the  state 
will  already  have  access  to  a  purchasing  network,  developed  as  a  purely  private  sector  initiative. 

Other  employer  coalitions  around  the  country  either  already  have  established  or  have  been 
moving  quickly  toward  establishing  purchasing  models  of  various  types.  This  includes 
communities  as  different  as  Mirmeapolis  and  Miami,  Denver  and  Tampa,  Houston  and 
Memphis,  and  many  others.  Additionally,  employer  coalitions  are  working  with  policy  makers 
to  develop  legislation  at  the  state  level  that  will  eliminate  the  barriers  that  have  existed  in  the 
past,  preventing  groups  of  smaller  employers  from  banding  together  to  form  association  type 
insurance  plans.  Other  states  with  coalition  support  have  passed  state  versions  of  managed 
competition  -  featuring  voluntary  purchasing  cooperative  (e.g.,  Florida,  California,  etc.). 

Employer  initiated  health  care  coalitions  like  LHCA  have  also  traditionally  performed  a  variety 
of  other  functions  providing  valuable  benefit  related  services  to  member  companies.  The 
Louisiaxia  Health  Care  Alliance  has  developed,  for  example,  model  programs  designed  to  help 
employers: 

-educate  and  provide  incentives  for  employees  to  audit  their  own  hospital  and 
related  medical  bills  for  overcharges,  duplicate  charges  and  other  mistakes, 
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-identify  and  combat  health  care  fraud  and  abuse, 
-provide  health  promotion  and  wellness  programs,  and 
-establish  special  senfices  for  employees/dependents  like  eldeicare 
and  maternal  and  infant  health  programs. 

Additionally,  quality  initiatives  by  employer  coalitions  are  leading  to  "Quality  Improvement 
Partnerships"  between  employers  and  their  service  providers  and  data  initiatives  are  identifying 
high  cost  areas  of  medical  services  and  over-utilization.  Employer  coalitions  across  the  United 
States  are  now  actively  and  effectively  confronting  the  issues  within  their  communities. 

We  recognize  the  need  for  a  parallel  effort  between  the  public  and  private  sector  to  address  the 
serious  problems  of  health  care  costs,  quality  and  access  in  our  own  country.  Obviously,  the 
public  sector  must  have  a  role  in  reaching  underserved  populations,  and  the  public-sector  can 
contribute  significantly  in  moving  the  market  toward  collective  purchasing  and  managed  care 
arrangements  that  ensure  quality  and  value  while  controlling  costs.  We  simply  urge  you  to 
consider  the  alternatives  for  accomplishing  this  within  the  context  of  reforms  already  underway 
in  the  marketplace.  We  hope  you  will  provide  for  the  continued  existence  of  private  sector 
purchasing  initiatives  such  as  those  described  in  this  testimony. 

Without  these  initiatives,  we  will  lose  the  innovative  approaches  to  health  care  delivery  that  are 
just  now  beginning  to  demonstrate  an  ability  to  control  costs  without  sacrificing  quality  or 
access  to  needed  health  care  services.  I  appreciate  the  opportunity  to  share  with  the  committee 
this  morning  our  viewpoints  and  suggestions  on  the  various  issues  surrounding  the  formation 
of  purchasing  cooperatives,  and  I  would  be  happy  to  answer  any  questions  or  provide  additional 
information. 
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COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

HEARING  ON 

REGIONAL  HEALTH  ALLIANCES 


TESTIMONY  BY 
THE  HEALTH  ALLIANCE  WORK  GROUP 

OF  THE 

AMERICAN  ACADEMY  OF  ACTUARIES' 

HEALTH  PRACTICE  COUNCIL 

March  10,  1994 


The  American  Academy  of  Actuaries  is  a  national  organizi^on  formed  in  1965  to  bring 
together  into  a  single  entity  actuaries  of  all  specialties  -^rjan  the  United  States.  In 
addition  to  setting  qualifications  standards  and  standards  of  iouarial  practice,  a  major 
purpose  of  the  Academy  is  to  act  as  the  public  infcni:Hion  organization  for  the 
profession.  Academy  committees  regularly  prepare  it^sszor.y  for  Congress,  provide 
infomiation  to  congressional  staff  and  senior  federal  policy  -i^in.  comment  on  proposed 
federal  regulations,  and  work  closely  with  state  officials  or.  L^r.es  related  to  insurance. 

This  testimony  was  prepared  by  the  Academy's  nine-meriir'fr  Health  Alliance  Work 
Group.  Members  of  the  group  include  actuaries  employr.:  ?y  commercial  insurance 
compajiies,  health  service  corporations  (i.e..  Blue  Cross  iSii  Bl'-t  Shield  Plans),  and  as 
independent  consultants.  The  work  group  is  currently  ^^  r.ir'ig  i  monograph  on  regional 
alliiuices.  which  will  be  available  shortly. 
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(ill  i(i(lii('tr()n 

Ki-;in)ii;il  lic.illli  alli:inccs  arc  a  ina|or  cloincni  ot  a  rol'.^~.ed  licalth  care  system  under 
I'icsulciu  ("linton's  llcalili  Sccuniy  Aci'  Ihcir  iniciuicd  pu.-^.  -e<.  include:  1)  promoting  iuu\ 
iniaraiUccmi:  universal,  secure  health  care  coverage;  -  stinnilaiing  and  maintainins: 
ciiniix'tilu)n  in  the  health  care  and  health  insurance  indu^r^es  to  promote  elficiency  and 
control  prices;  3)  spreading  risk  for  pricing  purposes  in  crcer  to  ensure  that  coverage  is 
available  to  all  at  affordable  prices;  4)  achieving  econormes  of  scale  in  the  administration, 
distribution,  and  marketing  of  health  care  coverage;  and  5)  extending  the  economies  of  scale 
and  bargaining  power  available  to  large  corporate  and  0L-:er  large  buyers  of  health  care 
coverage  to  small  employers  and  individuals 

This  testimony  addresses  a  number  of  issues  related  to  strucriiring  regional  alliances  to  meet 
the  needs  of  small  business.  Specifically,  the  testimony  exarrimes  mandatory  versus  voluntary 
alliance  participation,  the  employer-size  threshold  for  alliance  participation,  alliance 
administration,  exclusive  versus  competing  alliances  per  region,  and  geographic  considerations. 

The  discussion  focuses  primarily  on  the  President's  propossJ  because  it  is  difficult  to  make 
general  statements  about  the  impact  of  regional  alliances  on  small  business  except  within  the 
context  of  a  specific  proposal. 


Mandatory  Versus  Voluntary  Alliance  Participation 

There  are  several  reasons  why  mandatory  health  alliance  participation  would  be  preferable  to 
voluntary  participation  under  many  of  the  health  care  reform  proposals  Congress  is 
considering.   Paramount  among  these  is  minimizing  the  proHem  of  adverse  selection. 

The  risk  of  adverse  selection  is  such  a  serious  problem  in  zny  competitive  health  insurance 
environment  that  the  management  of  this  risk  is  a  major  pan  of  how  actuaries  help  health 
plans  manage  their  risks.  Adverse  selection  occurs  when  people  are  given  a  choice  regarding 
their  health  plan  which  involves  some  financial  or  provider  implications  to  the  person  making 
the  choice.  The  choice  may  be  among  deductibles,  co-pa\Tneois.  benefits  or  providers.  Since 
individuals  are  generally  able  to  evaluate  the  cost  of  various  choices  in  light  of  their  probable 
value,  they  make  choices  that  are  financially  beneficial  to  them.  These  same  choices  will,  of 
course,  generally  be  financially  harmful  to  the  health  plan  providing  benefits. 

Table  1  illustrates  the  results  of  offering  employees  the  crioice  of  multiple  health  benefit 
coverages.  Employees  originally  in  a  traditional  health  Lnp^rance  plan  were  offered  their 
choice   of  continuing   in   that   plan    or   switching   to   one   e:   several    Preferred   Provider 


^Hereafter  referred  to  as  the  Act. 
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OrjMiii/atioiis  (I'I'Os)  or  llcaltli  Mamli-n.iiKC  Oiuani/aiio;^    t-MOs)      Tlu-  niiollmciU  rosiilis 


showed  llial  oldc.i  cmployivs  ^cncrallv  cIiom-  lo  conimii;.-  ■.-■' 
wink-  youniiiT  (;m|)loyfos  i;cncrally  «.  Iiosr  in  parla  i|i.iU'  ■ 
Health  slalus  is  another  laclor  tlial  iiilliieiices  ati  iiulivi(iuj.  -  ' 
wiih  liealtliy  iiuhviduals  more  likely  lo  suiich  lo  a  plan  ■-_ 
care  providers,  i.e..  an  HMO  or  I'lH)  iahle  I  slious  ihe  :■• 
based  on  aue: 


.r  itin;:  III  (he  liaditional  |)lan. 

-   I'I'O  or  HMO  aluinalives. 

,  :>ion  lo  choose  a  health  plan. 
■:r^;iiets  their  choice  ol  health 
?:  'vees'  ])icrerential  seleclion 


Total 


Table  i 


Percent 

Keeping 

Number  of 

Traditional 

Percent  Su-itcr. 

;n5  to: 

Ape 

Employees 

Coverace 

PPG  1 

PPO  : 

HMO  1 

HMO  2 

<19 

13,754 

45 

35 

8 

a 

12 

19-25 

5,170 

57 

29 

5 

a 

9 

26-35 

5,006 

40 

36 

10 

2 

13 

36-35 

9,142 

48 

32 

7 

1 

11 

46-55 

7,810 

56 

31 

5 

1 

7 

56-64 

7,497 

71 

20 

4 

a 

10 

48,399 


52 


31 


10 


Average  Cost 
in  Prior  Years 


$730 


$922 


$645 


$512 


S422 


$150 


Source:    Strumwasser  et  al.,  "The  Triple  Option  Choice:  Self-Selection  Bias  in  Traditional 
Coverage,  HMOs,  and  PPOs,"  Inquiry  pages  432  to  .441,  Winiir_1989. 

'Less  than  0.57c. 


Since  the  expected  cost  to  cover  the  health  care  of  persons  aged  60-69  is  approximately  three 
times  the  cost  to  cover  persons  aged  20-29,  this  kind  of  selection  can  have  profound  cost 
effects,  and  health  plans  in  alliances  will  be  subject  to  this  r>T-e  of  adverse  selection. 


Adverse  selection  is  not  limited  to  this  type  of  mulriple  opno 
can  also  occur  if  the  purchase  of  insurance  through  an  alliance 
employer.  Under  this  scenario,  adverse  selection  against  the 
that  employers  with  healthier  employees  can  purchase  covers 
cost.  Moreover,  insurers  outside  the  alliance  will  have  stron 
have  and  maintain  lower  rates.  Such  an  environment  is  L 
structure  their  marketing  and  other  operations  in  such  a  w:- 
groups  that  can  be  expected  on  average  to  have  high  health 


health  insurance  situation.  It 
or  outside  of  the  alliance  is  an 
liance  will  occur  to  the  extent 
se  outside  the  alliance  at  lower 
:  L-icentives  to  assure  that  they 
kely  to  encourage  insurers  to 
V  as  to  avoid  small  employer 
care  costs.    One  of  the  stated 
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|)iii|i.is(s  ol  lu-iillh  care  roloiin  is  to  disi  oiiiatio  tin-  pracim-  .":  xkimining  ihc  Iw-st  risks  oil  llu- 
ni.iikci      \'oluiiiary  alliaiico  pailK  ipalioii  would  lend  lo  c".    .'JL-e  this  practice. 

i'u-Mdeiii  Clmtoirs  |)roposed  plan  aiieinpis  to  minini;/^  .averse  selection  by  re(|uirin!j 
coinmiiniiy  rating  within  alliance  areas  and  providing  to:  ~  vnetary  transtets  among  plans 
hased  on  differences  in  the  health  risk  characteristics  of  inc:  ■  :auals  each  plan  insurers.  If  the 
latei  jirovisions  (referred  to  as  health  risk  adjusiincni)  are  erTf^iive  in  transferring  funds  from 
plans  with  lower  risk  cnrollces  on  average  to  plans  with  h;£.-f :  than  average  health  risks,  the 
impact  of  adverse  selection  on  a  plan's  community  rate  '-"ili  be  minimized.  Differences  in 
plans'  premiums  will  then  largely  reflect  differences  in  the  ar!lit>'  of  each  plan  to  effectively 
manage  utilization  of  care. 

In  spite  of  efforts  to  eliminate  adverse  selection,  under  the  President's  proposal  some  adverse 
selection  will  still  occur  because  higher  and  lower  cost  shanr.i:  plans  are  included  among  the 
standardized  plans  available  to  enrollees  and  the  health  risii  adjustment  mechanism  will  not 
be  able  to  adjust  for  all  systematic  differences  in  health  risiis. 

Making  alliance  participation  voluntary  within  the  Clinton  plan  would,  if  anything,  increase 
the  potential  for  adverse  selection.  However,  since  the  President's  plan  is  based  on  individual 
choice  of  health  plan  and  employers  are  only  required  lo  pay  the  same  amount  for  all 
employees  regardless  of  the  plan  they  choose,  small  employers  would  not  be  greatly  affected. 
For  other  reasons,  however,  voluntary  alliances  would  not  be  s  ^able  option  as  the  President's 
proposal  is  currently  structured. 


Setting  the  Employee  Threshold  for  Alliance  Participation 

The  employer  size  threshold  for  participating  in  a  health  alliance  deterrhines  the  ultimate  size 
of  the  health  alliance. 

Setting  the  employer  size  threshold  at  5,000  or  more  employees  as  stipulated  under  the  Act 
is  not  necessary  to  achieve  adequate  bargaining  power,  siibie  pricing  of  health  plans,  or 
economies  of  scale.  In  fact,  such  expansion  will  significantly  disrupt  successful  and  generous 
current  employee  benefit  programs  provided  by  many  employers.  These  employers  and  health 
plans  now  provide  significant  information  and  assistance  to  employees  in  understanding  their 
health  care  coverage.  In  addition,,  inclusion  of  large  employers  in  alliances  may  impede 
alliances  from  focusing  on  the  needs  of  small  businesses.  Such  a  high  threshold,  however, 
may  be  desirable  if  the  regional  alliance  is  used  to  fund  subr.iies  for  retirees,  people  with  low 
incomes,  or  disabled  individuals  although  alternative  financir;£  mechanisms  are  possible.  It 
is  important  that  these  subsidies  not  be  borne  only  by  the  srr.iil  business  community;  various 
broad  based  funding  sources  are  possible,  and  alliances  rr.iy  not  be  the  best  way  to  spread 
these  costs.  Some  ways  to  do  so  include  using  a  system-v.iie  premium  tax  or  some  other 
broad-based  funding  source. 


373 


Alliances  iniisi  ho  iargi-  ciumuh  lii  achieve  siahle  poolmi:  ':  '  nIcs  .md  lo  har[;ain  el'lcclivery 
Willi  health  plans.  IncliidmL;  (inlv  lelalively  small  einpjcu,--.  n  ilie  health  alliance  will  still 
create  very  laryc  health  alliances,  and  ie(|iiirmt;  alliances  ic  ::  .  .;.ie  only  employers  with  lewer 
than  KM)  people  would  create  a  large  alliance  even  in  sparse.,  r.ipulated  states,  l-or  example, 
tahulations  ot  the  March  1992  Cunent  Population  Sur\e'.  f'Si  indicate  that  a  Wyoininu 
state-wide  alliance  would  be  composed  of  272.()()()  merr.rr--^  'inchidinu  state  and  tederai 
employees.  Medicaid  cnrollees  and  assuming  universal  c  --..e)  In  a  state  like  (California 
with  a  large  population.  March  1992  CI'S  tabulations  indici-.f  -.-.jt  a  state-wide  alliance  would 
have  an  estimated  17.9  million  potential  members. 

Botii  the  Wyoming  and  California  alliances  would  easily  be  !^-ge  enough  to  create  stable  risk 
pools  for  insurance  purposes.  Currently,  nearly  all  health  pi^is  give  virtually  full  statistical 
credibility  to  the  claim  experience  of  groups  as  small  as  5i.v  lo  1,000  lives.  Even  a  small 
Wyoming-wide  alliance  would  be  large  enough  to  wield  co.'-.v-.cerable  bargaining  power,  have 
significant  economies  of  scale,  and  to  support  a  number  of  accountable  health  plans  with  risk 
pools  of  adequate  size.  Moreover,  the  risk  adjustment  mechijusm  proposed  in  the  Act  would 
help  link  individual  health  plan  risk  pools,  and  stabilize  them  for  rating  purposes.  Under  the 
Act,  health  plans  would  enroll  portions  of  an  alliance's  risk  r>x>l.  The  stability  of  these  plan 
risk  pools  will  depend  on  the  success  of  the  individual  plans  in  attracting  enroUees  and 
charging  an  adequate  rate. 

Other  considerations  concerning  an  employer  size  threshold  include: 

•  Varying  need  for  insurance  market  reforms  by  employer  size; 

•  Minimizing  disruption  to  current  health  care  arrangements  and  relationships;  fostering 
opportunities  for  irtnovation  outside  the  alliance; 

•  Maintaining  incentive  for  employers  to  control  theL'  bealth  care  costs; 
Considering  the  prevalence  of  employee  choice  of  piari  by  employer  size; 

•  Examining  whether  the  alliance  is  the  exclusive  ^Durce  of  coverage  for  eligible 
individuals  and  employers;  and 

•  Spreading  the  costs  of  covering  those  for  whom  coverage  is  not  available  through 
employment. 


Regional  Alliance  Administration 

Although,  under  the  Act,  small  employers  would  be  relic. ed  of  some  of  their  current 
responsibilities,  others  would  be  retained,  and  new  ones  may  !>e  added.  For  example,  small 
employers  would  still  have  to  inform  the  health  alliance  (as  they  now  must  inform  their  health 
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insmris)  wlu-n  ;in  worker  tcrminiiics  nnplovmcni  ;m(1  \vhcn  -.ei.\  workers  ;irc  liired.  SmaH 
riiiployiMs  u(uil(i  luu-d  lo  work  with  imilliiiU'  ;illi;inci-s  it  irr-  h.ivo  i-mployees  m  miillipic 
.iKMs.  Small  employers  would  also  have  lo  pay  a  moiithi;.  -:!!  lor  health  insiiiaiKe  as  is 
usually  roiiuiied  curieiitly,  except  the  liill  would  eome  from  •.rr  health  alliance  rather  than  the 
iiealiii  plan.  ai:d  the  amount  of  employee  wnhholdnii:  and  pj>r::"it  would  be  dilTereiit  lor  each 
|ilan 

Overall,  tor  those  small  employers  cuiTcnily  providine  ha/s.  insurance,  the  adminisiralivc 
responsibility  for  providing  health  insurance  for  their  workers  vxould  be  significantly  different 
if  the  Act  as  currently  written  were  enacted.  The  major  difference  %vould  corne  from  placing 
the  primary  responsibility  for  selecting  a  health  plan  on  the  individual  rather  than  offering 
plans  to  employers.  Currendy,  most  employers,  with  suppon  from  carriers,  explain  benefits 
to  new  employees.  It  is  unclear  whether  regional  alliances  would  be  able  to  provide  the  same 
level  of  support  for  each  health  plan's  network. 

For  small  employers  that  do  not  currently  offer  health  insurance,  providing  lists  of  current 
employees,  making  monthly  payments  to  the  regional  alliance,  and  determining  if  the  firm 
qualifies  for  financial  relief  from  its  premiums  would  all  be  new  responsibilities  that  these 
employers  now  avoid  simply  by  not  providing  health  insurarice. 

Administrative  Functions  of  Alllances-Untier  the  Act,  regional  alliances  would  be  called 
upon  to  perform  a  broad  array  of  functions,  including  ths  following: 

Assuring  that  all  residents  are  enrolled  in  a  health  plan; 

Issuing  health  security  cards; 

Negotiating  provider  fee  schedules  for  fee-for-service  plans; 

Collecting  and  disseminating  to  consumers  information  regarding  cost  and 
quality  of  health  plans; 

Collecting  premium  payments  from  employers  and  individuals  and  remitting  to 
each  health  plan  appropriate  amounts; 

Determining    average    premiums    and    an    application    for    risk   adjustment 
mechanisms; 

Processing  the  consumer  portion  of  premiums:  and 

Determining  subsidies  for  low  income  individuals. 

These  responsibilities  are  complex  and  few,  if  any,  existirtg  insurance  organizations  or 
health  plans  are  equipped  to  address  them  ail.    In  pariicular.  experience  under  the 
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Federal  Employees  Health  Benefit  Plan  suggests  tha:  ■:  -.vill  be  especially  difficult  to 
maintain  accurate,  up-to-date  enrollm(,'nt  files,  a  C'_r3l  element  in  pricing  and 
administration.  Others,  like  the  California  Public  E~:  oyees  Retirement  System 
(CALPERS).  run  efficiently  at  0.5%  of  premium 

Regional  alliances  should  have  broad  authority  to  conv^r  out  major  portions  of  their 
administrative  responsibilities,  especially  in  their  initia  c:erations. 

Shifting  Some  Administrative  Responsibilities  to  Health  Plans-Jhe  complexity  of  the 
task  and  the  long  lead  time  for  systems  development,  test.ng,  and  installation  suggest 
that  it  may  be  desirable  to  outsource  some  administrative  functions  to  the  health  plans 
to  take  advantage  of  existing  administrative  capabilities.  Leading  candidates  for  such 
outsourcing  are  billing  and  premium  collection  functions,  as  well  as  major  portions  of 
the  enrollment  and  identification  card  distribution  process  Appropriate  standards  and 
safeguards  would  be  essential  to  ensure  the  efTsctiveness  of  this  shift  in 
responsibilities. 

Potential  Loss  of  Group  Purchasing  Economies  of  Sca/e— Currently,  most  health  plans 
market  primarily  to  groups.  The  group  buyer  selects  one  or  a  small  number  of  plans 
for  all  members  of  the  group,  and  the  group  buyer  provices  substantial  centralization 
of  administrative  functions  for  the  entire  group  (for  example,  central  billing,  benefit 
explanations  to  members,  collection  of  members'  porricn  of  premiums  via  payroll 
deduction,  periodic  transmission  of  membership  status  changes,  etc.)  Regional 
alliances  may  inadvertently  forfeit  many  of  these  economies,  thereby  adding 
administrative  costs  to  the  health  care  system.  The  danger  is  that  the  regional  alliance 
will  raise  distribution  costs  toward  the  individual  insurance  level  by  removing  the  group 
buyer  from  the  process.  In  addition,  costs  for  advertising,  billing,  benefit  explanations, 
and  enrollment  may  escalate. 


Exclusive  Versus  Competing  Regional  Alliances 

Regional  alliances,  as  structured  under  the  Act,  are  desicr.ed  to  serve  important  public 
policy/regulatory  purposes.  For  example,  they  are  designed  to  assure  universal 
coverage  and  to  negotiate  provider  fee  schedules.  These  purposes  would  be  best 
served  by  a  single  alliance  per  region. 

To  the  extent  that  such  public  policy  purposes  are  re-oved  from  the  purview  of 
regional  alliances,  emphasizing  the  market  stimulation/ccroetition  aspect  of  alliances, 
multiple  alliances  per  region  might  be  appropriais.  However,  these  market 
stimulation/competition  objectives  could  arguably  be  aco:~",plished  as  well  or  better  by 
refining  current  multiple-employer  health  insurance  vehic'es  currently  available  to  small 
employers  by  making  changes  such  as  requiring  oper  enrollment  and  community 
rating. 


376 


On  balance,  we  suggest  that,  if  public  policy/regulate,  roiectives  remain  as  leaiures 
of  regional  alliances,  the  best  way  to  accomplish  Wvjsi  :z  ectives  is  to  allow  only  one 
alliancL'  per  region. 

Geographic  Area  Considerations 

While  It  IS  generally  agreed  that  health  alliances  muE:  :::ver  the  entire  country,  the 
ability  to  vary  premium  rates  by  areas  is  important  ::  -laintaining  fair  competition 
among  health  plans  and  to  avoiding  substantial  subsic  zation  of  health  care  costs  from 
high-cost  areas  by  residents  of  low-cost  areas. 

These  differences  can  be  significant.  For  example.  :r,e  range  in  per  capita  costs, 
based  solely  on  geographic  area,  within  each  of  seve-=   states  is  shown  in  Table  2. 


Table  2 

Highest  Lowest 

State  Cost  Area  Cost  Area 

California  +35%  --i2% 

Florida  +35%  -■■6% 

New  York  +30%  -23% 

Source:  KPMG  Peat  Marwick  Claim  Cos:  Manual 


Using  a  single  premium  rate  for  all  of  New  York  means  ihat  residents  in  the  highest 
cost  area  would  pay  substantially  less  than  the  cost  of  ir.eir  health  care.  Conversely, 
residents  in  low  cost  areas  in  the  state  would  pay  substantially  more  than  the  cost  of 
their  care  (table  2).  These  subsidies  are  likely  to  b-e  borne  primarily  by  rural 
communities,  which  in  some  cases  do  not  have  local  access  to  the  more  expensive 
high-tech  facilities  located  in  urban  areas.  The  subsidies  also  reflect  different  cost  and 
utilization  levels  in  those  areas. 

Further  increasing  the  need  for  smaller  geographic  rating  areas  are  the  limited  service 
areas  of  some  health  plans,  as  required  by  their  spsc^fi:  network  configuration  and 
provider  contracting  arrangements.  For  example,  a  hea""  plan  located  in  a  high  cost 
area  would  have  great  difficulty  competing  fairly  with  pians  operating  more  broadly 
across  the  area  covered  by  the  alliance,  simply  t-e.-ause  of  the  location  of  its 
operations.  Similarly,  plans  operating  in  a  low  cos:  a-ea  would  have  an  unfair 
competitive  advantage.  These  competitive  problems  car.  c-e  lessened  by  allowing  rates 
to  vary  appropriately  within  the  alliance's  coveraca  area,  reflecting  major  cost 
differences  by  geographic  area. 
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Thory  are  at  least  two  options  for  addressing  this  issue  One  option  is  requiring  all 
pndicipatinq  health  plans  to  serve  the  entire  allian~e  area.  This  may  impose 
substantial  added  cost  for  network  expansion  for  mar,  olans.  A  second  option  is 
allowmq  separate  premiums  rates  for  defined  a'eas  within  each  alliance. 
Determination  of  area  boundanes  may  be  influenced  c.  both  political  and  actuarial 
considerations. 


Alternatives  to  Regional  Alliances 

Many  objectives  of  regional  alliances  could  be  achieved  in   other  ways.      Some 
alternative  approaches  include: 

Extending  to  the  federal  level  small  group  reform  initiatives  of  the  states 
regarding  rating  bands,  guaranteed  coverage,  fxjnability  of  coverage,  limited 
pre-existing  condition  exclusions,  limitations  on  tt>e  use  of  claims  experience  in 
renev.'al  rating,  and  risk  adjustment  mechanisms: 

Cutting  administrative  costs  by  limiting  commissions,  requiring  standardization 
of  benefits,  standardization  of  claim  forms,  and  use  of  electronic  data 
interchange,  etc; 

Promoting  competition  based  on  service  and  cost  by  requiring  uniform  rating 
guidelines,  standardization  of  benefit  designs,  and  requiring  that  health  plans 
cover  all  applicants; 

Regulating  accountable  health  plans  through  existing  state  agencies. 

Introducing  a  risk  adjustment  mechanism  for  entire  riates,  or  areas  within  states 
(e.g.,  New  York  State); 

Reinsurance  risk  pools  for  high  risk  individuals; 

Subsidize  coverage  of  Medicaid  eligibles,  early  retirees,  and  other  groups 
through  taxes  or  other  financing  mechanisms,  raihsr  than  alliances;  and 

Implement  tort  and  malpractice  reform. 


Conclusion 

Setting  the  employer  size  threshold  at  100  employees  (or  even  some  lower 
amount)  v/ould  still  allow  an  alliance  to  achieve  adequate  bargaining  power. 
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stable  pricing  of  health  plans,  and  economies  o'  s::3le- 

Ihe  administrative  role  being  assumed  by  heair  a  =nces  is  extremely  complex 
and  challenging.  Allowing  alliances  to  conirar  :-:  these  responsibilities,  at 
least  in  the  early  years,  may  be  necessary  ^  so.  moving  some  of  these 
responsibilities  back  to  health  plans  might  rec-~e  some  of  the  pressures  that 
would  be  placed  on  alliances. 

Rates  should  be  allowed  to  vary  by  area  within  ar,  aiiiance  where  the  underlying 
costs  differ  substantially. 
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OPENING  STATEMENT  OF  THE  HONORABLE  JOHN  J.  LaFALCE 
CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS 

HAWAII'S  HEALTH  CARE  SYSTEM: 
IS  IT  A  MODEL  FOR  NATIONAL  REFORM? 

March  16,  1994 

Today,  the  Small  Business  Committee  will  continue  its  series 
of  hearings  on  national  health  care  reform,  with  a  look  at  one  of 
the  most  contentious  issues  facing  the  nation's  small  business 
community  —  the  employer  mandate. 

The  employer  mandate  is  the  cornerstone  of  President  Clinton's 
Health  Security  Act  (H.R.  3600/S.  1757).  Under  the  President's 
proposal,  health  insurance  premiums  for  a  comprehensive  benefits 
package  would  be  paid  through  a  combination  of  employer  and 
individual  contributions,  supplemented  by  federal  subsidies  to  low- 
income  individuals  and  families,  as  well  as  to  small  businesses 
with  low-wage  workers. 

Employers  would  be  required  to  pay  80  percent  of  the  weighted 
average  health  insurance  premium  in  their  regional  alliance. 
Families  and  individuals  would  pay  the  difference  between  80 
percent  of  the  average  priced  premium  and  the  actual  cost  of  the 
health  plan  they  select.  The  required  employer  contribution  would 
be  capped  at  7.9  percent  of  payroll.  Firms  with  fewer  than  75 
employees  would  be  eligible  for  caps  varying  from  3.5  percent  to 
7.9  percent  of  payroll,  if  their  average  annual  wages  are  below 
$24,000. 

While  the  employer  mandate  is  the  crux  of  the  President's 
strategy  to  achieve  universal  coverage,  it  may  also  be  the  single 
most  controversial  element  of  the  plan.  Proponents  of  the 
President's  proposal  contend  that  since  nine  out  of  ten  privately 
insured  individuals  already  obtain  coverage  through  their 
employers,  health  care  should  remain  rooted  in  the  private  sector. 
Our  employer-based,  privately-financed  system  works  for  the  vast 
majority  of  Americans,  and  would  be  the  least  disruptive  way  of 
financing  coverage  for  the  85  percent  of  the  nation's  uninsured  - 
some  30  million  —  who  are  workers  and  their  families. 
Supporters  also  contend  that  if  everyone  pays  their  fair  share, 
this  will  eliminate  our  intractable  cost  shifting  problem,  thereby 
lowering  costs  for  the  vast  majority  of  companies  who  offer  health 
insurance.  As  it  now  stands,  businesses  that  currently  provide 
employee  health  insurance  benefits  continue  to  see  their  premiums 
rise  because  they  are  indirectly  subsidizing  those  businesses  who 
do  not  provide  such  coverage. 

Critics  argue  that  an  employer  mandate  will  result  in  massive 
job  loss,  business  failures  and  overall  disruption  of  the  national 
economy.  Others  object  on  purely  philosophical  grounds,  believing 
that  the  employer  mandate  amounts  to  excessive  government  intrusion 
into  the  private  sector. 
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In  debating  this  politically  sensitive  issue,  it  is  critical 
that  we  differentiate  between  fact  and  fiction,  and  analyze  how 
the  employer  mandate  works  in  practice,  not  just  theory.  We  are 
fortunate  to  have  a  state  within  our  own  borders  that  has  extensive 
experience  with  the  employer  mandate  —  Hawaii. 

For  the  past  twenty  years,  the  State  of  Hawaii  has  operated 
an  employer-mandated  health  care  system  —  the  only  one  of  its  kind 
in  the  nation.  Pursuant  to  Hawaii's  Prepaid  Health  Care  Act, 
enacted  in  1974,  employers  and  employees  share  financing  of 
premiums  for  employee  coverage,  with  the  employee  contribution 
limited  to  the  lesser  of  half  the  premium  cost  or  1.5  percent  of 
the  employee's  gross  wages.  Employees  must  elect  the  insurance 
unless  they  have  comparable  coverage  from  another  source. 

The  Small  Business  Committee  is  delighted  to  have  joining  us 
today,  Mr.  Mark  Nadel,  Associate  Director  of  National  and  Public 
Health  Issues  at  the  U.S.  General  Accounting  Office,  who  will  be 
sharing  the  findings  of  a  newly  released  GAO  report  entitled, 
"Health  Care  in  Hawaii:  Implications  for  National  Reform." 
Special  thanks  certainly  goes  out  to  Chairman  Dingell,  under  whose 
authority  this  study  was  commissioned. 

As  the  GAO  report  reveals,  and  our  other  panelists  will 
confirm,  there  are  valuable  lessons  to  be  learned  from  the  Hawaii 
experience,  particularly  with  regard  to  expanding  coverage  and 
mandating  employer  contributions.  This  hearing  will  enable  the 
Committee  to  examine  the  impact  of  the  employer  mandate  on  Hawaii's 
economy  and  small  business  sector,  and  to  assess  the  feasibility 
of  the  employer  mandate  on  a  national  scale.  It  is  my  sincere  hope 
that  we  will  be  able  to  shed  light  on  ways  to  attain  the  laudable 
goal  of  universal  health  care  coverage  without  unfairly  burdening 
our  nation's  small  business  community. 


WITNESSES 


Panel  One: 


■  Mark  V.  Nadel,  Associate  Director  of  National  and  Public 
Health  Issues,  Health,  Education,  and  Human  Services 
Division,  U.S.  General  Accounting  Office 

Panel  Two: 

■  John  C.  Lewin,  M.D.,  Director  of  Health,  State  of  Hawaii 

■  Teena  Rasmussen,  Owner,  Paradise  Flower  Farms,  Inc.; 
Member,  National  Federation  of  Independent  Business 
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STATEMENT  OF  REPRESENTATIVE  JAN  MEYERS 

HEALTH  CARE  IN  HAWAII--A  NATIONAL  MODEL? 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

MARCH  16,  1994 


Mr.  Chairman,  thank  you  for  holding  this  hearing  today  to 
examine  the  Hawaiian  health  care  system.   As  you  know,  Hawaii 
is  unique  in  that  it  created  a  mandatory  program  of  health 
insurance,  through  employers,  in  1974.   In  considering  the 
viability  of  the  President's  Health  Security  Act,  which  would  bring 
the  employer  mandate  nationwide,  it  is  important  that  we  examine 
how  the  mandate  has  affected  employers,  employees,  and  health 
care  system  in  Hawaii. 

I  would  like  to  take  a  moment  to  give  a  special  welcome  to 
our  witnesses  who  travelled  from  Hawaii  to  present  testimony 
today.    I  know  that  it  is  a  very  long  flight.    Mr.  Chairman,  thank 
you  for  granting  the  minority's  request  that  this  hearing  include  a 
representative  of  the  small  business  community  in  Hawaii.   We  are 
very  pleased  to  have  Ms.  Teena  Rasmussen,  owner  of  Paradise 
Flowers  Farms  of  Maui,  Hawaii  joining  us  for  this  very  important 
hearing. 

In  1974,  the  people  of  Hawaii  entered  into  a  rather  bold 
experiment  by  enacting  the  Prepaid  Health  Care  Act.   The  goal, 
universal  health  insurance  coverage,  was  a  good  one.   Today, 
approximately  93  percent  of  Hawaiians  have  health  insurance. 
However,  there  are  some  concerns  and  problems  with  the  way  the 
Prepaid  Health  Care  Act  impacts  employersT-the  people  who  are 
paying  for  the  coverage.  In  addition,  access  to  certain  health  care 
services  and  coverage  of  the  unemployed,  or  those  outside  the 
mandate,  are  still  issues  of  concern.  And,  contrary  to  arguments 
often  raised  by  proponents  of  employer-mandated  health  care 
coverage,  per  capita  health  care  costs  in  Hawaii  are  the  same  as 
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those  on  the  mainland. 


Mr.  Chairman,  I  believe  the  old  adage  "If  it  sounds  to  good 
to  be  true,  it  probably  is,"  could  appropriately  be  applied  to  the 
health  care  system  in  Hawaii.   While  they  should  be  credited  for 
taking  bold  steps  to  meet  the  health  care  needs  of  their  citizens, 
clearly  there  are  some  problems  with  this  system  that  have  been 
placed  foresquare  on  the  backs  of  small  employers  as  a  result  of 
those  steps.   By  learning  from  state  experimentation  in  the  health 
care  arena,  hopefully  we  can  avoid  some  of  those  same  pitfalls  in 
contemplating  national  health  care  reform. 

Again,  thank  you  to  our  witnesses  today  for  your 
participation,  and  I  look  forward  to  your  testimony. 
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STATEMENT  OF  CONGRESSMAN  JIM  RAMSTAD 
BEFORE  THE  SMALL  BUSINESS  COMMITTEE 

March  16,  1994 

Small  Business  and  Health  Care  Reform 

Mr.  Chairman,  thank  you  very  much  for  calling  another  hearing  to  discuss  the  impact  of 
health  care  reform  proposal  on  the  small  businesses  that  drive  our  economy  and  create  Jobs. 

Like  many  members  of  this  committee,  and  like  small  business  owners  across  the  country,  I 
am  deq>ly  concerned  that  the  employer  mandate  in  the  Clinton  plan  will  damage  existing 
small  businesses  and  discourage  future  entrepreneurship. 

We  all  know  the  Administration's  plan  requires  all  small  employers  to  pay  80%  of  the 
premiums  of  their  employees'  health  insurance.    These  premiums  --  essentially  a  hidden 
tax  "  could  literally  drive  small  businesses  out  of  business  and  destroy  hundreds  of 
thousands  of  jabs. 

I'm  pleased  to  have  panelists  here  who  have  had  direct  experience  with  employer  mandates 
in  the  state  of  Hawaii  to  explain  how  the  mandate  has  fared. 

Thank  you  again  for  holding  this  hearing.   I  look  forward  to  discussing  employer  mandates 
with  out  panelists. 
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INTRODUCTION 

Thank  you  for  the  opportunity  to  contribute  to  national  healdi  policy  devekpment  by 
outlining  Hawai'i's  health  care  refonns.  We  appreciate  the  recognition  you  have  given  by  inviting 
us  here  today. 

Hawai'i  is  often  thought  of  as  a  tropical  paradise.  What  isn't  known  is  the  fact  that  we 
have  one  of  the  best  basic  health  care  delivery  systems  in  the  nation.  Our  system  delivers  high- 
quality  care  for  low  cost,  despite  our  high  cost  of  living.  While  we  emphasize  early  intervention 
and  outpatient  treatment,  Hawai'i  enjoys  high-tech  tertiary  care  programs  as  advanced  as  any  state 
or  nation.  The  key  to  our  success  is  our  state's  longstanding  commitment  to  ensuring  that  basic 
health  care  is  available  to  all  our  people  -  our  system  offers  access  to  health  care  coverage  to  all 
and,  in  fact,  has  covered  about  98%  of  our  people.  Another  cornerstone  is  Hawai'i's  innovative 
health  care  community  which  experimented  with  short  hospital  stays,  outpatient  surgery,  and 
preventive  health  programs  some  time  before  they  became  the  norm  in  the  continental  United 
States. 

Our  state  has  the  only  mandated  employer  benefits  program  of  its  kind  in  the  nation,  a 
Medicaid  program  which  reflects  our  commitment  to  those  in  need,  and  coverage  through  our  State 
Health  Insurance  Program  (SHIP)  for  those  in  the  "gap  group"  between  these  two  programs.  We 
also  have  a  new  Medicaid  1 1 15  Demonstration  Project  Health  QUEST,  which  will  use  a  managed 
competition  model  to  extend  quality  health  care  coverage  to  100,000  people  in  a  cost  effective 
manner. 

We  don't  offer  these  programs  as  panaceas  for  the  national  crisis  of  the  uninsured.  They 
are  not  perfect,  neither  is  our  system  complete,  liui  it  is  very  important  for  me  to  note  how  much 
more  we  do  have  beyond  that  enjoyed  by  other  Americans.  Hawai'i  has  realized  a  level  of  high 
quality  health  care  coverage  that  is  the  best  in  the  nation.  While  we  have  not  yet  implemented 
formal  cost  control  measures,  we  have  found  that  our  health  care  community's  out-patient  style  of 
practice  and  commitment  to  universal  coverage  have  resulted  in  costs  well  below  most  mainland 
jurisdictions. 

We  remain  committed  to  improving  our  health  care  system,  continuing  to  address  problems 
which  still  exist  We  would  like  to  do  this  in  harmony  with  the  Federal  agenda  and  seek  to  stay  in 
close  contact  with  the  Congress  and  the  President  We  need  your  help  to  allow  us  to  make  our 
good  system  even  better. 

Hawai'i's  health  care  system  is  applicable  to  the  national  debate  on  health  care,  and  we  are 
glad  to  offer  our  contributions  at  this  forum.  Our  testimony  provides  a  description  of  Hawai'i's 
system  and  its  impacts,  as  well  as  observations  and  suggestions  for  continuing  reform  both  locally 
and  nationally. 

THE  HAWAI'I  PREPAID  HEALTH  CARE  ACT 

The  cornerstone  of  Hawai'i's  system  is  the  Prepaid  Healtii  Care  Act  of  1974.  Adopted  in  a 
time  of  moderate  unemployment,  this  measure  was  effected  after  six  years  of  study  and  policy 
development.  It  is  the  nation's  flrst  and  only  employer  mandate. 

Employers  are  required  to  provide  a  specified  package  of  health  care  benefits  to  their 
employees  working  more  than  19  hours  a  week.  Dependent  coverage  is  optional.  Costs  are 
shared;  the  employee  pays  up  to  1 .5%  of  monthly  wages  (but  not  more  than  50%  of  the  premium 
cost),  the  employer  pays  the  balance.  Under  the  law,  employers  may  self-insure  as  long  as  they 
provide  the  basic  benefit  package.  There  arc  delivery  alternatives  including  fee-for-servicc  and  the 
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more  managed  style  of  care  health  offered  by  health  maintenance  wganizations  (HMOs).  While, 
the  fee-for-service  plan  is  the  most  popular  in  Hawai'i,  both  provide  the  standard  benefit  package 
and  use  co-payments  to  reduce  over  utilization. 

As  the  program  is  administered  in  conjunction  with  the  temporary  disability  and  workers' 
compensation  programs  in  the  State's  Department  of  Labor  and  Industrial  Relations,  no  large 
bureaucracy  was  created  to  administer  the  Prepaid  Health  Care  Act.  A  Premium  Supplementation 
Fund  was  created  to  assist  small  employers  who  because  of  economic  limitations  are  temporarily 
unable  to  provide  coverage.  It  also  protects  employees  whose  employers  have  gone  out  of 
business,  or  arc  not  providing  for  the  insurance.  This  fund  has  had  minimal  use  over  the  18  years 
of  the  piogram.  Administrative  and  legal  sanctions  arc  available  for  use  when  employers  do  not 
provide  the  mandated  coverage. 

Excluded  from  the  provisions  of  the  Act  arc  government  employees  (who  have  their  own 
alternatives  for  coverage),  seasonal  agricultural  workers,  real  estate  and  insurance  agents  working 
on  commission,  individual  proprietorship  members  in  small  family  businesses,  and  government 
assistance  program  recipients. 

ERISA  AND  PREPAID  HEALTH  CARE 

The  Prepaid  Health  Care  Act  was  passed  shortly  before  the  Federal  government  enacted  the 
Employee  Retirement  Income  Security  Act  (ERISA)  which,  among  other  provisions,  preempt^ 
state  employer  mandates.  After  long  court  challenges,  a  Federal  exemption  was  granted  in  1983, 
reinstating  the  Prepaid  Health  Care  Act.  However,  it  would  have  to  remain  as  wntten  in  1974. 
Though  we  have  our  exemption  to  ERISA,  we  lack  the  ability  to  make  changes  in  areas  like 
coverage,  cost  sharing,  benefits,  and  various  administrative  and  reporting  elements  that  would 
address  current  needs  in  our  health  care  environment. 

COMMUNITY  RATING  OF  HEALTH  INSURANCE 

As  the  Prepaid  Health  Care  Act  requires  that  virtually  all  employers  must  provide 
insurance,  a  very  large  pool  of  individuals  needing  insurance  exists.  Insurers  here  cannot  use 
underwriting  practices  prevalent  in  the  mainland  which  seek  to  insure  only  healthy,  low  risk 
individuals.  All  are  entided  to  insurance.  Risk  and  its  associated  cost,  therefore,  is  able  to  be 
spread  across  a  large  pool  of  individuals  and  decreased  considerably. 

Health  insurance  in  Hawai'i  is  provided  largely  by  Hawai'i  Medical  Service  Association,  a 
Blue  Cross/Shield  mutual  benefit  society,  and  Kaiser  Permanente.  Both  of  these  non-profit 
insurers  voluntarily  use  a  form  of  modified  community  rating  for  their  basic  benefit  packages  sold 
to  small  businesses.  Together  our  employer  mandate  and  local  insurance  practices  have  maintained 
health  insurance  rates  for  small  employers  comparable  to  those  enjoyed  by  large  employers;  well 
below  rates  for  small  businesses  elsewhere  in  the  Country.  This  can  be  seen  in  the  dau  in  Table  1, 
and  in  the  attached  Journal  of  the  American  Medical  Association  article  "Hawai'i's  Employer 
Mandate  and  Its  Contribution  to  Universal  Access"  (Attachment  1).  Recently,  a  1993  Kaiser 
Family  Foundation  study  showed  our  1993  small  business  rates  to  average  $2031  per  employee 
against  a  national  average  in  1991  of  $2284. 

Community  Rating  also  means  lower  administrative  and  marketing  costs  to  the  insurer. 
HMSA's  administrative  costs  are  6.6%  of  the  budget  and  Kaiser's  are  2  percent  of  budget, 
compared  with  the  national  average  of  13  percent  of  budget  for  private  health  insurers. 
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MEDICAID 

Hawai'i's  Medicaid  Program  serviced  101,000  persons  with  a  budget  of  about 
$388  million  in  June  1993.  It  provides  for  coverage  of  persons  up  to  62.5%  of  the  Federal 
poverty  level.  Coverage  in  our  Medicaid  program  is  generous,  including  most  of  the  optional 
services  allowed  under  Tide  XK.  The  program  is  administered  by  the  State's  Department  of 
Human  Services. 

Hawai'i  provides  Medicaid  to  both  categorically  and  medically  needy  people.  The  elderly 
and  disabled  with  incomes  of  up  to  100%  of  the  poverty  level  and  children  under  age  6  whose 
family  income  is  up  to  133%  of  the  poverty  level,  are  covered.  We  have  opted  to  provide  coverage 
for  pregnant  women  and  infants  with  income  up  to  the  maximum  allowed  by  statute  (185%  of 
poverty).  We  also  implemented  the  "presumptive  eligibility"  provision  for  pregnant  women  to 
encourage  early  prenatal  care.  The  State  also  provides  a  General  Assistance  program  under 
Medicaid  for  indigent  persons  who  do  not  otherwise  quality  for  Federal  assistance;  its  benefits  are 
identical  to  the  Federally  matched  program. 

We  are  concerned  with  recent  cost  increases  in  the  Medicaid  program,  similar  to  those  in 
other  states,  and  are  currently  implementing  a  program  to  provide  the  needed  high-quality  services 
at  lower  costs.  We  shall  address  this  new  program,  Hawai'i  Health  QUEST,  shordy. 

THE  STATE  HEALTH  INSURANCE  PROGRAM  (SHIP) 

SHIP  was  implemented  to  provide  insurance  coverage  for  basic  health  services  for  the 
small  gap  group  remaining  between  Prepaid  Health  Care  coverage  and  Medicaid.  This  group  did 
not  consist  of  the  entire  uninsured  population,  but  largely  of  persons  with  low  incomes  and  no 
alternate  coverage.  This  group  was  estimated  to  number  about  30,000-35,000  persons,  and 
consisted  of:  1)  Dependents  of  low-income  workers,  particularly  children;  2)  Part-time  workers 
fless  than  20  hours);  3)  the  unemployed;  4)  some  seasonal  workers;  and  5)  Low-income 
commissioned  sales  persons. 

SHIP  is  a  partnership  between  government,  individuals  and  families,  and  the  private 
sector.  Government  subsidizes  insurance  premiums  for  those  unable  to  pay.  Insurance  companies 
provide  the  coverage  and  the  already  existing  health  care  providers  deliver  direct  care.  This  is 
essentially  the  model  adopted  by  the  State  of  Washington  in  its  pilot  Basic  Health  program.  SHIP 
has  covered  over  23,000  persons  and  has  enjoyed  rates  of  cost  increases  below  those  of  standard 
small  business  coverage.  Our  experience  shows  that  uninsured  are  good  insurance  risks. 

BEYOND  MEDICAID  AND  SHIP  ■  HAWAI'I'S  HEALTH  QUEST 

A  major  improvement  to  Hawai'i's  system  of  public  coverage  is  embodied  in  Hawai'i's 
new  1 156  Demonstration  Waiver  application  -  Hawai'i  Health  QUEST,  which  is  designed  to 
privatize  a  large  pan  of  the  State's  Medicaid  program.  This  proposal  builds  on  Prepaid  Health 
Care,  Medicaid,  SHIP  and  a  competitive  insurance  environment  by  developed  managed 
competition  for  a  good  portion  of  Hawai'i's  public  health  care  coverage.  QUEST  combines 
AFDC,  Medicaid,  the  State's  General  Assistance  Medicaid  and  the  SHIP  to  create  a  purchasing 
pool  of  approximately  106,000  persons.  (Aged  and  disabled  persons  who  make  up  the  remainder 
of  the  Medicaid  program  will  continue  to  receive  the  standard  Hawai'i  Medicaid  package.)  For  this 
pool,  the  State  proposes  to  provide  a  basic  benefits  package  comparable  to  that  enjoyed  by  the 
private  sector,  through  fully  capitated  insurance  coverage.  By  allowing  eligible  carrien  to  compete 
through  the  pool  for  members'  premium  dollars,  QUEST  will  keep  costs  as  low  as  possible  while 
at  the  same  time  providing  choice  to  persons  with  public  coverage.  While  persons  currently 
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eligible  for  Medicaid  would  not  be  required  to  assist  in  their  insurance  payments,  persons  with 
income  in  excess  of  300%  of  poverty  (who  are  not  eligible  for  employer  based  coverage)  would 
share  in  the  cost  of  their  coverage  through  a  sliding  scale.  Presumptive  eligibility  would  be  used 
for  the  program. 

QUEST  BeneHts 

QUEST  is  designed  to  keep  people  healthy  and  would  provide  EPSDT  (Early  and  Periodic 
Screening,  Diagnosis  and  Treatment)  benefits  to  all  children,  and  appropriate  preventive  services  to 
all  adults.  The  benefit  package  includes  inpatient  and  physician  coverage  with  appropriate  inpatient 
psychiatric  care  and  detox  services.  Emergency  room  coverage  would  have  a  $25  charge  for  non- 
emergent  visits.  Dental,  prescriptive  drug  and  ancillary  coverage  would  also  be  part  of  the  benefit 
package.  Other  benefits  exceed  the  requirements  of  our  state's  Prepaid  Health  Care  Act.  A  "wrap 
around"  mental  health  component  would  be  used  for  those  needing  mental  health  services  beyond 
the  scope  of  the  package. 

With  these  benefits,  delivered  through  insurance  coverage  rather  than  the  traditional 
Medicaid  approach,  all  receiving  Health  QUEST  coverage  will  have  the  resources  to  enjoy  good 
health  and  the  motivation  to  manage  their  own  package  of  benefits  wisely.  Not  only  wUl  this  result 
in  a  cost-effective,  user  friendly  program,  but  it  will  provide  for  all  in  Hawai'i  accessibility  to 
"Seamless"  health  care  coverage  and  in  the  long  run  eliminate  problems  still  extant  with 
accessibility  to  health  care  services. 

QUEST  and  Health  Costs 

Health  QUEST  is  not  intended  to  reduce  Medicaid's  present  budget-it  will  use  outcome 
supported  managed  care  techniques  to  reduce  Medicaid  inflation  rates  and  improve  health 
outcomes.  It  is  basically  budget-neutral  to  the  Federal  government  Mcweover,  providers  will 
receive  compensation  more  in  line  with  standard  reimbursements,  encouraging  them  to  serve  public 
clientele,  thereby  decreasing  costly  emergency  room  visits.  By  using  both  managed  care  and  a 
defined  benefit  package  in  Health  QUEST,  we  expect  increased  capacity  for  effective  cost  controls. 

HAWAI'I 'S    ECONOMY 

Hawai'i's  economy  is  based  on  three  major  products:  tourism,  defense  expenditures,  and 
agricultural  products.  Direct  income  from  these  three  products  was  comprised  44.6%  of  the  state's 
Gross  Domestic  Product  in  1975  and  47.9%  in  1991.  The  growth  in  tourism  accounts  for  much  of 
the  change.  Major  industries  in  Hawai'i  include  service,  government,  finance,  retail  trade, 
transportation  and  construction  (Graph  1).  Gross  state  product,  adjusted  for  inflation,  has  grown 
consistently  throughout  the  1972-92  period  (Graph  2).  While  it  may  be  noted  that  Hawai'i's 
economy  is  less  diverse  than  that  of  the  nation,  it  is  typical  of  many  states  and  does  have  a 
concentration  of  economic  activity  in  sectors  cited  as  those  in  which  an  employer  mandate  would 
have  a  significandy  negative  effect. 

Hawai'i  is  a  small  business  state.  As  can  be  noted  in  Chart  3,  in  both  1975  and  1990, 98% 
of  the  businesses  in  Hawai'i  have  less  than  100  workers  and  95%  have  less  than  50.  Opponents 
claim  an  employer  mandate  will  have  a  negative  impact  on  small  businesses.  Surely  Hawai'i  with 
its  concentration  of  small  businesses  would  feel  such  effects.  The  economic  impact  of  an  employer 
mandate  is  controversial,  yet  Hawai'i  is  living  proof  that  the  significant  job  loss  and  serious 
economic  damage  naysayers  claim  will  result  from  an  employer  mandate  has  not  occurred. 
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Critics  project  that  many  employers  will  react  to  an  employer  mandate  by  eliminating  low- 
wage  employees  or  going  out  of  business  completely.  Such  allegations  fail  to  take  into  account  the 
effects  of  lower  insurance  costs  resulting  from  community  insurance  rating  and  reduction  of 
administrative  costs  in  health  insurance  through  a  well-designed  employer  mandate.  Through 
reductions  in  cost  shifting,  resulting  in  lower  public  taxation  costs,  and  lower  health  insurance 
costs,  many  small  businesses  who  presently  insure  their  workers  will  experience  significant 
savings,  which  would  presumably  result  in  the  abUity  to  create  new  jobs  in  these  businesses. 
Further,  Hawai'i's  small  businesses  had  a  opportunity  to  opt-out  of  their  employer  mandate  in  the 
early  1980's  when  the  Prepaid  Health  Care  Act  was  successfully  challenged  by  Standard  Oil  of 
California  and  found  to  violate  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA). 
During  the  two  years  it  took  Hawai'i  to  reestablish  its  Prepaid  Health  Care  Act,  there  was  no 
evidence  that  any  small  businesses  discontinued  insurance  coverage  for  their  workers.  The  reason 
cited  by  small  business  representatives  for  continuing  coverage?  They  were  accustomed  to 
offering  health  benefits  to  their  employees  and  acknowledged  the  feeling  of  security  and  peace  of 
mind  their  employee's  had  knowing  they  had  health  insurance  coverage. 

Other  elements  of  the  current  health  care  marketplace  must  be  changed,  however,  in  tandem 
with  an  employer  mandate.  That  is  only  one  piece  of  the  puzzle.  Insurance  market  reform  to 
eliminate  medical  underwriting  and  ensure  community  rating  is  essential.  Creating  a  guaranteed 
standard  benefit  package  and  appropriate  utilization  controls  is  also  critical.  The  level  playing  field 
created  by  these  conditions  will  provide  a  workable  framework  for  reform  in  which  all  businesses 
will  exist  After  the  passage  of  the  Prepaid  Health  Care  Act  in  Hawai'i  the  cost  of  a  hamburger  did 
increase  slightly,  as  did  the  cost  of  dry  cleaning  a  shirt,  as  did  any  good  or  service  produced  by 
businesses  previously  not  providing  health  insurance  for  their  workers.  However,  all  of  these 
businesses  were  affected  equally  and  at  the  same  time. 

EFFECTS  ON  BUSINESS 

None  of  the  negative  effects  projected  for  an  employer  mandate  appear  in  Hawai'i's 
business  experience: 

•  Graph  4  Growth  in  Emplovers 

Steady  growth  in  the  number  of  employers  in  Hawai'i  is  shown  during  the  period  fix)m 
1970  to  1991.  There  is  no  appearance  of  decline  in  growth  of  employers  either 
immediately  or  in  the  long  term  after  the  effective  date  of  the  Prepaid  Health  Care  Act, 
January  1,  1975. 

•  Graph  5  Change  in  Employment 

New  jobs  continued  to  be  created  after  the  effective  date  of  the  Prepaid  Health  Care  Act 
and  every  succeeding  year  saw  job  growth  with  the  exception  of  1981,  a  period  of 
exceptional  economic  downturn.  Instead  of  the  job  loss  which  would  seem  to  be 
predicted  by  the  current  studies,  Hawai'i  has  experienced  job  growth. 

.     Graph  6  Unemplovment  Percentages  for  the  U.S.  and  Hawai'i 

Hawai'i  mirrors  the  nation  in  the  general  trend  of  unemployment.  Prior  to  1980 
Hawai'i's  rates  are  a  bit  higher,  after  1980  Hawai'i  is  consistently  below  the  nation. 
Since  1986,  rates  have  been  below  the  5%  level  identified  by  economists  as  "structural 
unemployment".  If,  as  predicted,  an  employer  mandate  would  impact  business 
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negatively  sizeable  unemployment  should  result  as  employers  shift  to  automation  or 
decrease  their  number  of  employees  to  reduce  the  extra  cost  of  msurance  coverage. 
Hawaii's  experience  docs  not  bear  this  out. 

.      r^-aph  7:  U.S  and  Hawai'i  Business  Failure  Index 

Again  Hawaii  mirrors  the  national  trend,  though  is  well  below  the  national  rate  every 
year  from  1977.  (We  do  not  have  data  prior  to  1977).  Theories  hold  that  the 
burdensome  costs  of  health  insurance  will  cause  many  busmesses  to  fail.  Again. 
Hawaii's  experience  belies  this  assumption. 

.     r.raph  «:  Emnlnvment  in  Eariny  and  Drinking  Places 

Steady  growth  in  employment  in  the  restaurant  industry  is  shown.  Low  wage  service 
industry  jobs  arc  generally  targeted  as  those  which  wUl  be  negatively  impacted  by  an 
employer  mandate.  It  is  projected  that  health  insurance  costs  would  raise  the  total 
employee  compensation  package  to  such  a  level  that  raising  pnces,  depressing  wages, 
or  finding  economies  in  operations  to  offset  die  cost  would  be  impossible.  Job  loss 
would  result.  Hawai'i's  experience  witii  these  categories  of  low  wage  employees  does 
not  bear  this  out. 

.      r.raph  9:  .Serviri.  Indiistrv  Versus  rnnsBTiction  Johs  in  Hawflj'j  1974  tO  1984 

The  steady  growth  seen  in  service  industry  jobs  is  compared  to  die  slight  downward 
trend  seen  in  construction.  Our  analysts  have  attributed  this  decrease  to  a  cycbc  declme 
in  major  capital  investments  ratiier  than  an  increase  in  health  care  costs.  (The 
construction  industry  in  Hawai'i  has  a  high  proportion  of  unionized  members  receiving 
health  benefits). 

.      r.raph  10:  Hawai'i  -  No   1  Rankp^  .State  For  Significant  Starts  Yoimg  GrOWCrS 

The  results  of  a  Cognetics  Inc.  survey  of  states  conducted  by  corporate  demographer 
David  Birch  called  Hawai'i  tiie  number  one  "entrepreneurial  hot  spot"  in  the  nation. 
The  study  focused  on  die  number  of  surviving  start-ups  by  young  companies  during 
1988  through  1992.  Honolulu  came  in  second  among  medium-sized  cities  and  our 
neighbor  islands  ranked  fu^t  among  rural  areas. 

AU  of  this  indicates  to  us  that,  in  fact,  dire  predictions  of  job  loss  from  a  mandate  are  just 
that  -  predictions.  Our  actual  experience  indicates  that  no  negative  impa;t  is  evident  in  busmess  or 
job  growth,  unemployment,  or  business  failure  in  Hawai'i. 

In  fact,  we  believe  tii?s  die  mandate  actually  had  positive  effects  on  employers.  Because 
tfiere  are  few  uninsured  in  Hawai'i  our  hospitals  report  a  level  of  uncompensated  care  much  lower 
dian  die  U.S.  as  a  whole.  Thus,  Uttie  uncompensated  care  costs  are  factored  into  die  insurance 
rates  of  business.  Businesses  who  do  die  socially  right  (and  legally  required)  dimg  m  Hawai  i  are 
not  forced  to  pay  for  die  healdi  care  for  workers  of  businesses  who  do  not  Moreover,  businesses 
enjoy  fair  insurance  practices  which  give  diem  accessibility  to  coverage  at  reasonable  costs.  Our 
businesses  know  diis,  and  in  a  recent  survey,  55%  of  diem  said  diey  would  support  an  employer 
mandate  were  it  to  proposed  today. 

That  is  very  significant,  given  small  business  concerns  widi  national  healdi  care  reform  and 
a  national  employer  mandate.  In  fact,  out  system  belies  die  fears,  and  our  businesses  know  it. 
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EFFECTS  ON  ACCESS 

The  effects  of  Prepaid  Health  Care  on  access  are  evident  A  1971  survey  showed  that 
almost  12%  of  our  population  did  not  have  hospital  insurance  and  mwe  than  17%  were  without 
physician  insurance.  Implementation  of  the  Prepaid  Health  Care  Act  significantly  reduced  those 
percentages,  while  others  were  provided  better  coverage.  More  than  46,000  people  were  estimated 
to  have  received  "new"  health  insurance  coverage.  A  1970  survey  conducted  by  the  Hawai'i 
Department  of  Health  estimated  that  3.9%  of  Hawai'i's  population  lacked  coverage.  With  a 
shrinking  of  Medicaid  during  the  1980's,  however,  this  figure  grew  to  about  5%. 

A  more  complete  analysis  of  the  Act  and  its  effects  on  health  status  are  contained  in  an 
article  entitled  "Hawai'i's  Employer  Mandate  and  Its  Contribution  to  Universal  Access",  featured 
in  the  Journal  of  the  American  Medical  Association  (Attachment  1). 

HAWAI'I'S  EXPERIENCE  AND  NATIONAL  HEALTH  POLICY 

Hawai'i  has  a  number  of  lessons  which  care  be  of  assistance  in  national  health  care  policy. 
Many  people  do  know  about  our  experience  and  many  misconceptions  exist. 

Myths  About  Hawai'i 

•  "Geographically,  Hawai'i  is  healthier  to  being  with". 

Hawai'i  is  located  between  18-23°  N.  Latitude  as  are  Taiwan,  China,  Haiti/Dominican 
Republic,  Cuba,  and,  in  the  southern  latitudes,  Madagascar.  None  of  these  island 
environments  are  particularly  healthy,  per  se. 

•  "Life  is  less  stressful  in  Hawai'i  than  on  the  mainland". 

While  people  may  seem  friendlier,  the  cost  of  living  in  Hawai'i  in  1990  was  34%  above 
that  of  the  average  mainland  urban  area.  Housing  costs  are  extremely  high;  a  recent 
study  by  Runzheimer  International  of  Rochester,  Wisconsin  which  specializes  in  cost- 
of-living  studies  said  the  typical  Hawai'i  renter  pays  $1,040  a  month  for  an  apartment  - 
more  than  twice  the  national  average  of  $425  a  montii.  The  median  cost  for  purchase  of 
a  home  in  1989  was  $267,000.  This  has  lead  to  a  high  percentage  of  two  wage  earner 
families  with  accompanying  family  stress  over  economics,  latch  key  children.etc.  In 
Hawai'i,  we  have  our  share  of  stress. 

•  "People  live  a  healthier  lifestyle  in  Hawai'i". 

Despite  a  climate  that  should  make  such  a  lifestyle  more  possible  than  anywhere  else, 
that  lifestyle  remains  an  elusive  goal.  In  a  recent  survey,  Hawai'i  ranked  below  the 
national  median  on  4  of  7  healthy  lifestyle  indicators;  we  engage  in  littie  leisure  activity, 
have  a  more  sedentary  lifestyle,  do  more  "binge"  drinking  and  have  a  greater  incidence 
of  drinking  and  driving. 

•  "Hawai'i's  people  are  healthier  because  67%  of  its  population  are  Asian- 
Pacific  Islanders,  a  group  found  to  be  healthier  in  national  statistics". 

In  fact,  our  population  is  not  innately  healthier.  In  comparing  the  four  major  population 
groups  in  Hawai'i  (Hawaiian,  Caucasian,  Japanese  and  Filipino)  against  a  Centers  for 
Disease  Control  (CDC)  premature  mortality  index,  all  have  roughly  the  same  rates. 
Additionally,  Hawaiians  have  twice  the  rate  of  premature  mortality  of  other  groups. 
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Because  of  the  small  sample  size  of  this  group  within  the  national  Asian-Padfic 
Islander  category,  this  important  statistic  is  overlooked.  That  20%  ci  our  resident 
population  is  of  Hawaiian  descent,  in  fact,  impacu  our  health  status  negatively. 

•     "Hawai'i's  employer  mandate  works  because  business  can't  vote  with  its 
feet". 

While,  on  the  surface,  this  argument  would  seem  to  hold,  as  Hawai'i  consists  of 
islands  2,500  miles  from  the  U.S.  mainland,  a  deeper  look  suggests  that  this  might  be 
an  erroneous  assumption.  Hawai'i  is  4  1/2  hours  by  airplane  from  the  U.S.  mainland, 
about  die  same  distance  as  San  Francisco  is  from  New  York  City.  It  is  connected  by 
satellite  and  electronic  media  with  financial  centers  world  wide.  While  a  business 
person  might  spend  a  few  more  hours  in  air  travel  in  moving  from  Hawai'i  to  another 
state,  there  are  no  real  "barriers"  to  such  a  move.  A  more  realistic  concern  is  die  ability 
of  a  business  to  move  across  state  borders  (in  the  event  the  state  were  to  enact  an 
employer  mandate)  and  service  its  previous  service  area  from  QUiSUk  the  state. 
Obviously,  the  could  not  happen  in  Hawai'i,  but  it  is  important  to  note  that  such  a 
problem  is  not  generic,  but  would  apply  only  to  specific  businesses  and  business 
locations.  While  the  problem  could  be  a  real  one  for  the  computer  industry  in  New 
England,  for  example,  such  experience  should  not  be  generalized  to  the  fast  food 
industry  in  Oregon.  For  small  businesses,  even  a  relatively  small  distance  precludes 
such  a  solution  and  in  most  of  the  United  States  distance,  while  not  as  extreme  a  factor 
as  in  Hawai'i,  docs  preclude  such  moves. 

LESSONS  FROM  HAWAI't 

Because  our  system  provides  up-to-date  American  health  care  services,  uses  insurance  as 
its  mechanism  of  financing  and  operates  within  the  same  legal/constitutional  framework  as  other 
states,  we  believe  our  experience  has  real  relevance  to  the  nation's  efforts  to  bring  access  to  all  of 
its  people,  at  affordable  costs.  In  brief,  these  are: 

•  Mandated  employer  coverage  can  be  an  effective  tool  for  universal 
access  -  without  a  negative  impact  on  business. 

Hawai'i's  employer  mandate  brings  large  numbers  of  our  people  under  the  umbrella  of 
health  care  coverage.  While  this  approach  could  be  criticized  as  being  "anti-business,"  it  actually  is 
in  accord  with  America's  faith  in  the  free  enterprise  system  to  find  cost-effective  solutions  to 
complex  problems.  Through  an  employer  mandate,  government  defines  the  extent  of  coverage  and 
uses  the  competitive  marketplace  to  provide  that  coverage  cost  effectively  and  efficiendy.  By 
requiring  employers  to  cover  their  employees,  an  employer  mandate  avoids  complex  governmental 
bureaucracies  and  allows  business  to  get  the  job  done  well. 

Data  and  experience  shows  that,  contrary  to  small  business  fears,  our  mandate  has  not 
brought  about  a  bad  business  climate  in  Hawai'i.  Business  growth  and  employment  have  not  been 
impacted  by  the  mandate  despite  concerns  expressed  prior  to  our  mandate's  passage  which  minxx' 
the  same  arguments  we  find  against  a  national  employer  mandate.  These  fears  did  not,  in  fact, 
prove  to  be  substantiated  then  and  we  do  not  believe  they  are  substantiated  now.  Our  employer 
mandate  has  leveled  die  playing  field  iac  all  employers  and  has  ensured  a  strong  package  of  health 
care  benefits  for  all. 

•  Insurance  reform  is  vital  to  the  success  and  equity  of  an  employer 
mandate.    What  is  also  quite  clear  is  that  an  employer  mandate  helps  to 
ensure  that  insurance  reforms  are  successful. 
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It  is  only  fair  that  a  mandate  be  accompanied  by  affordable  insurance  rates,  which  are 
possible  in  Hawai'i  through  community  rating,  and  the  appropriate  prohibition  of  exclusionary 
practices.  Our  community  rating  is  voluntary,  a  likely  product  of  the  important  role  of  our  two 
large  non-profit  insurance  providers  in  Hawai'i's  market.  This  voluntary  modified  community 
rating  system  works  to  keep  our  rates  among  the  lowest  in  the  nation.  The  insurers  have  been  able 
to  maintain  this  system  without  a  specific  legislative  mandate  because  all  employers  must  purchase 
coverage.  Because  all  employers  are  in  the  risk  pool,  community  rates  are  affordable.  Because  the 
insurance  companies  must  compete,  the  market,  not  governmental  controls,  keeps  the  rates 
competitive.  Thus,  insurance  reforms  are  necessary  to  the  success  of  an  employer  mandate  but  the 
mandate  is  also  likely  to  assist  in  making  the  insurance  reforms  viable  for  insurance  companies. 

•  Primary  health  care  works,  not  only  to  resolve  health  needs,  but  to 
contain  health  care  costs. 

Historically,  Hawai'i's  doctors  emphasized  outpatient  care  instead  of  hospitalization. 
Today's  modem  practice  patterns  reflect  this  orientation.  Our  Prepaid  Health  Care  Act  and  the 
other  elements  in  our  system  make  it  possible  for  most  people  living  in  Hawai'i  to  finance  this 
care.  Today,  our  health  indicators  show  the  results  of  primary  care.  As  noted  in  our  recent  article 
in  the  Journal  of  American  Medical  Association.  Hawai'i  has  low  infant  mortality  and  low  rates  of 
premature  death  due  to  chronic  disease  such  as  heart  disease  and  cancer,  use  hospitals  less  and  use 
less  expensive  outpatient  care  more.  Early  detection  of  potentially  life  threatening  conditions 
results  in  low  premature  mortality  and  low  hospitalization.  Emergency  rooms  are  used  less 
because  people  have  ready  access  to  a  doctor.  Our  people  are  healthier  not  because  of  unique 
genetics,  healthy  climate  or  high  tech  medicine,  but  because  they  have  access  to  primary  care. 

Bringing  basic  health  services  to  all  of  Americans  will  not  orJy  help  to  improve  their  health 
status  but  should  work  to  reduce  health  care  costs.  Far  from  adding  to  the  costs  of  the  system,  it 
will  actually  make  the  system  less  expensive  in  the  long  run. 

This  is  suggested  by  our  systems  experience.  Recent  analysis  of  Hawai'i's  health  care 
costs  suggests  that  our  costs  for  health  care  as  a  share  of  Domestic  Product  are  closer  to  those  of 
Canada,  Germany,  France  and  Japan  than  to  that  of  the  rest  of  the  United  States.  Despite 
Hawai'i's  high  cost  of  hving,  health  care  in  our  State  is  less  expensive.  "Comparison  of  Health 
Expenditures  in  U.S.  and  Mainland  Economies,from  the  Hawai'i  Medical  Journal,  is  attached  for 
your  review.  (Attachment  2) 

•  A  solid  package  of  standard  benefits  is  a  vital  component  of  any  health 
care  reform  effort. 

A  broad  standard  benefits  package,  emphasizing  primary,  outpatient,  and  community  care, 
but  including  a  comprehensive  spread  of  benefits  extending  from  preventive  services  to  inpatient 
and  catastrophic  care,  is  necessary  to  contain  overall  costs.  Hawai'i's  experience  supports 
inclusion  of  benefits  and  services  that  are  demonstrated  to  be  clinically  and  financially  effective  and 
appropriate  and  that  collectively  reduce  unnecessary  emergency  department,  inpatient,  and  high- 
technology  care  by  design. 

•  Hawai'i  shows  that  states  are  important  actors  in  effecting  health  care 
reform. 

Thanks  to  its  ERISA  exemption,  Hawai'i,  though  a  small  state,  has  demonstrated  that  an 
employer  mandate  can  be  successful  in  reducing  the  numbers  of  uninsured.  Even  the  small 
number  remaining  has  now  been  reached  through  our  SHIP.  Further,  the  voluntary  efforts  of 
Hawai'i's  two  major  insurers  have  produced  health  care  coverage  at  costs  well  below  other  areas 
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of  America.  These  efforts  have  set  tfie  stage  for  further  reform  in  our  Health  QUEST  program. 
Under  national  refonn,  states  like  Hawai'i  can  and  must  have  flexibility  to  tailw  their  system  to  the 
specific  needs  of  their  people. 

CONCLUSIONS 

Hawai'i's  experience  shows  that  health  refomi  can  be  accomplished  while  maintaining  the 
strengths  of  our  nation's  current  health  care  system.  For  the  future,  we  offer  these  principles  as 
guidelines  for  strengthening  America's  health  care  system: 

•  We  must  invest  in  public  health  and  population  based  prevention. 

A  large  portion  of  our  health  care  dollars  are  spent  on  medical  care  for  conditions  which 
are  preventable.  We  must  make  health  promotion  and  disease  prevention  activities  a 
priority  within  our  society,  fostering  healthy  communities,  schools  and  worksites,  and 
encouraging  individuals  to  take  responsibility  for  healthy  lifestyle  choices.  Until  we 
do,  our  health  care  needs  will  continue  to  threaten  the  economic  viability  of  our  nation. 

•  High  quality  primary  care  must  be  the  foundation  of  any  new  health  care 
delivery   system. 

Regular  primary  care  helps  us  maintain  good  health,  manage  and  prevent  chronic 
disease  and  reduce  the  n^  for  costly  high  tech  health  care.  The  lack  of  access  to 
community-based  primary  health  care  for  all  citizens  regardless  of  age,  gender,  health, 
or  financid  status  is  the  most  serious  deficiency  of  the  current  American  health  system. 

•  Health  care  costs  must  not  grow  faster  than  wages  and  general  inflation. 

Incentives  must  be  provided  to  health  providers  and  medical  care  facilities  to  reduce 
unnecessary  and  inappropriate  care,  increase  prevention  and  education  activities,  and 
develop  early  intervention  strategies.  Guiding  these  efforts  is  an  emphasis  on  buying 
goals  or  health  outcomes,  not  merely  services.  This  must  be  accomplished  without 
eliminating  consumer  choice  or  private  medical  practice. 

The  ideal  role  of  the  Federal  government  is  to  set  and  enforce  standards 
which  maintain  a  level  market  for  health  care  in  our  nation. 

To  this  end,  the  federal  government  should  maintain  data  on  our  health  status,  set  and 
monitor  the  standard  benefits  package,  establish  quality  indicators,  and  assure  equity  in 
access  and  cost  for  consumers.  Greater  intervention  into  the  private  health  care  maiket 
would  only  serve  to  stifle  the  creativity  which  has  made  American  health  care  the  best  in 
the  world. 

We  believe  that  awareness  of  and  commitment  to  these  principles  will  assure  ultimate 
success  to  our  health  care  reform  endeavors.  In  any  case,  we  all  must  move  forward  at  both  state 
and  federal  levels  to  achieve  health  care  reform  for  America.  Hawai'i  joins  enthusiastically  in  this 
effort. 

Thank  you  and  ALOHA. 
Attachments 
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ATTACHMEHT  I 


Caring  for  the  Uninsured  and  Underinsured 


Hawaii's  Employer  Mandate  and  Its 
Contribution  to  Universal  Access 


John  C  Lewin,  MD.  Peter  A  Sybinsky.  PhD 


Much  national  debate  centers  around  national  nwdels  in  which  an  employer 
mandate  plays  an  important  role  in  providing  for  health  care  coverage  for  all 
Amencans.  Hawaii  has  had  the  nation's  only  health  insurance  employer  man- 
date for  almost  20  years,  yet  little  is  known  nationally  about  the  mandate  itself 
or  Hawaii's  experience  with  it.  This  article  describes  the  long-term  effects  of 
Hawaii's  employer  mandate  on  health  care  access  and  costs,  and  offers  reflec- 
tions on  the  potentials  of  national  health  care  reform  t)ased  on  Hawaii's  expe- 
rience. 

(JAMA   1993;2692538-2S43) 


AT  LEAST  since  the  early  1970s,  em- 
ployer mandates  have  been  a  part  of  the 
policy  debate  on  how  to  provide  cost- 
effective,  high-quality  health  care  cov- 
erage for  all  Americans.  During  that 
decade,  several  administrations  pre- 
pared employer  mandates  that,  for  one 
reason  or  another,  were  eventually  re- 
jected. However,  in  1974,  Hawaii  enact- 
ed the  Prepaid  Health  Care  Act 
(PPHCA),  a  remarkably  suceessfiil  law 
that  remains  the  nation's  only  employer 
nwndate  for  health  care  coverage.  Ex- 
cept for  a  brief  period  in  the  early  1980s, 
employers  in  Hawaii  have  been  required 
to  cover  their  employees  with  a  stan- 
dard, state-established  package  of  health 
care  benefits.  This  article  describes  the 
relationship  of  the  PPHCA  to  Hawaii's 
overall  system  and  outlines  some  health 
costs  and  outcomes  that  the  authors  be- 
lieve recommend  this  policy  to  other 
states  and  the  nation. 

HAWAII'S  PPHCA 

The  keystone  of  Hawaii's  health  care 
reform  efforts  is  its  employer  mandate. 
Chapter  393,  Hawaii  Revised  Sututes, 
better  known  as  the  PPHCA.  By  sig- 
niflcantly  reducing  the  number  of  unin- 
sured, this  measure  allowed  Hawaii  to 
implement  a  system  of  universal  access 
to  health  care  coverage  in  the  late  1980s, 
making  it  the  only  state  in  the  nation  to 
offer  such  a  guarantee  to  its  people. 

After  6  years  of  study  and  policy  de- 


Ram  me  Oepartmeni  o(  Health  Slate  of  Hawaii 
Honolulu 
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velopment,  the  PPHCA  was  adopted  in 
1974  to  provide  health  care  coverage  for 
virtually  all  employees  in  the  state.  The 
PPHCA.  enforced  by  Hawaii's  Depart- 
ment of  Labor  and  Industrial  Relations, 
directs  businesses  to  provide  a  pre- 
scribed standard  and  comprehensive 
benefits  package  for  employees  through- 
out the  private  sector.  While  not  enthu- 
siastically supported  by  the  business 
community,  the  measure  did  have  agreat 
deal  of  support  among  unions  and  con- 
sumers. The  PPHCA  was  supported  by 
an  environment  already  strong  in  em- 
ployment-based health  care  coverage  for 
comprehensive  medical  care  through 
prepaid  health  plans.  The  major  reasons 
for  the  PPHCA's  passage  were  to  pro- 
tect the  employees  in  the  state  from  an 
erosion  of  health  care  coverage  due  to 
spiraling  costs,  evident  even  18  years 
ago,  and  to  add  to  the  insured  rolls  those 
workers  without  coverage  or  with  in- 
adequate coverage.' 

In  this,  the  nation's  first  and  only  state- 
mandated  benefits  plan,  costs  are  shared 
between  the  employer  and  the  employ- 
ee. The  employee  may  be  required  to 
pay  as  much  as  1.5%  of  monthly  wages, 
up  to  half  the  premium  cost.  The  em- 
ployer pays  the  balance,  but  in  all  cases, 
at  least  50%  of  the  cost.  Dependent  cov- 
erage, while  optional,  has  become  the 
almost  universal  standard  practice,  the 
cost  of  which  may  be  fiilly  borne  by  the 
employer.  Any  employee  who  works 
more  than  20  hours  a  week  and  makes 
at  least  86.67  times  the  minimum  hourly 
wage  per  month  is  eligible  for  prepaid 
health  care. 

Under  the  law,  employers  must  pro- 
vide as  a  minimum  the  basic  services 
defined  in  Section  393-7  (Table  1).  Cov- 


erage alternatives  include  both  a  fee- 
for-service  plan  and  a  health  mainte- 
nance plan.  The  fee-for-service  plan  is 
the  most  used  in  Hawaii  and  provides  a 
good  package  of  diagnostic  and  treat- 
ment services,  using  copayments  (usu- 
ally 20%)  to  reduce  overutilization.  The 
health  maintenance  organization  (HMO) 
model  provides  a  generous  package  of 
benefits  based  on  services  inchided  for 
a  federally  qualified  HMO.  The  pre- 
scribed coverage  may  be  purchased  from 
any  insurance  provider  licensed  in  Ha- 
waii or  provided  on  a  self-insured  basis 
by  the  employers  themselves.  An  alter- 
nate package  with  fewer  benefits,  de- 
ductibles, and  higher  copayments  may 
be  substituted  for  the  two  basic  plans, 
but  then  dependent  coverage  is  required. 
Most  employers,  however,  have  not  cho- 
sen the  alternate  plan. 

No  large  state  bureaucracy  is  needed 
to  administer  prepaid  health  care.  A 
PPHCA  Premium  Supplementation 
Fund  assists  small  employers  (those  with 
eight  employees  or  less)  who,  because  of 
economic  limitations,  cannot  provide  the 
required  insurance,  and  covers  employ- 
ees whose  employers  have  gone  out  of 
business  or  who  are  not  in  compliance 
with  the  law.  During  the  17  years  of  the 
program,  this  fund  has  had  minimal  use 
(a  total  of  $85000  has  been  tapped).  The 
PPHCA  is  enforced  by  monetary  pen- 
alties and  a  provision  that  the  employer 
is  responsible  for  all  the  employee's 
health  care  expenses  in  the  event  the 
employee  is  not  covered  by  the  employ- 
er, as  required  by  law. 

There  are  exclusions  to  the  PPHCA. 
All  government  employees  (who  have 
their  own  plans  or  other  coverage  al- 
ternatives), seasonal  agricultural  work- 
ers (there  are  relatively  few,  and  a  sea- 
sonal employer  must  obtain  a  specific 
waiver  from  the  state),  real  estate  and 
insurance  agents  working  on  commis- 
sion, family  members  in  small  family 
businesses,  and  government  assistance 
program  recipients  are  not  covered  by 
the  PPHCA.  People  with  coverage  as  a 
dependent  under  another  employer's 
coverage  are  excused  from  being  cov- 
ered by  their  employer. 
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TabJe  1  —Prepaid  Health  Care  Benefits  Based  on 
Section  393-7.  Hawaii  Revised  Statutes 

Hospital 

inpatieni  (120  d) 

Outpatient 

Emergency  departmeni 
Surgical 

Physician 

AHei  care 

Anesttiesiologisl 
Medical 

Necessary  tiome.  ottice.  and  hospital  physician  visits 

Medical/surgical  consultations 

Medical  care  while  hospitalized 
Laboratory  and  radiology  services  necessary  lor 

diagnosis  or  treatment 
Matemrty  benefits  (9-mo  waiting  penod) 


The  prepaid  health  care  program  does 
not  provide  specifically  for  cost  con- 
tainment. However,  the  PPHCA  has 
created  the  context  required  for  cost 
containment  by  the  health  care  system. 
The  PPHCA's  irreducible  and  broad 
standard  benefits  package,  the  inability 
under  the  PPHCA  of  insurers  to  reject 
any  employed  person,  and  the  PPHCA's 
indirect  coercion  of  the  insurers  to  more 
effectively  treat  patients  with  chronic 
disease  rather  than  reject  them,  and  thus 
to  use  community  rating,  all  result  in  a 
more  cost-efficient  system.  Also,  since 
very  little  bureaucracy  is  needed  to  ad- 
minister the  PPHCA  and  reporting  is 
minimal,  administrative  costs  created 
by  the  mandate  are  minimal.  The  healthy 
competition  the  PPHCA  has  fostered 
among  the  major  companies  for  the  mar- 
ket not  only  has  tended  to  limit  costs 
but  positions  Hawaii  for  further  mar- 
ketplace competition  opportunities  as  na- 
tional health  reform  proceeds.  Finally 
the  state's  health  planning  certificate  of 
need  process  administered  by  the  State 
Health  Planning  and  Development  Agen- 
cy has  limited  unnecessary'  construction, 
preventing  the  problems  of  overbuilding 
and  overcapacity,  which  have  driven  up 
costs  in  many  jurisdictions. 

Overall  health  care  costs  in  Hawaii 
remain  well  below  the  rest  of  the  nation, 
but  they  still  cause  significant  concern, 
increasing  at  double-digit  rates  for  much 
of  the  1980s.  Nonetheless,  a  recent  study 
comparing  health  care  costs  (including 
government  expenditures  such  as  Medi- 
care and  Medicaid)  in  Hawaii  with  those 
in  the  United  States  and  other  nations 
indicated  that  Hawaii's  overall  costs  are 
lower  than  not  only  the  rest  of  the  na- 
tion (7.8%  of  gross  state  prtxluct  com- 
pared with  the  US  figure  of  11.2%  of 
gross  domestic  product),  but  also  Can- 
ada (8.6%),  Sweden  (9.0%),  the  Nether- 
lands (8.5%),  and  Germany  (8,2%).' 

ERISA  AND  PREPAID 
HEALTH  CARE 

The  PPHCA  was  passed  just  months 
before  the  federal  government  passed 


Provider 


Hawaii  Medical  Service  Associaiion  56  4 

Kaiser  Family  Foundation  16.0 

Other  Hawaii  6.2 

Commercials  7  9 

Other  95 

Total  100.0 


'Data  denved  from  FrielJman  ^ 


the  Employee  Retirement  Income  Se- 
curity Act  (ERISA).  While  it  focuses  on 
pension  plans,  ERISA  also  contains  lan- 
guage that  preempts  state  employer 
health  coverage  mandates.  Standard  Oil 
Co,  California,  challenged  the  PPHCA 
in  1976  (Standard  Oil  v  Agsalud).  after 
the  Hawaii  state  legislature  passed  a 
bill  adding  mental  health  and  substance 
abuse  coverage  to  the  basic  provisions 
of  the  1974  PPHCA.  The  basis  for  this 
suit  was  ERISA  preemption  of  the 
PPHCA.  In  1981,  the  Supreme  Court 
declined  to  review  the  lower  court  de- 
cisions and  the  PPHCA  was  overturned. 
It  took  special  federal  legislation  in  1983 
to  allow  the  mandate  to  be  reinstated  by 
exempting  Hawaii  from  the  ERISA  pro- 
vision. The  exemption  was  based  on  the 
1974  law,  which  was  enacted  before  the 
mental  health  and  substance  abuse 
amendment.  While  it  has  been  rein- 
stated, the  PPHCA  cannot  be  modified 
without  congressional  action.'  Because 
of  this  limitation,  the  state  cannot  amend 
the  PPHCA  to  reflect  the  changes  in 
Hawaii's  health  care  system  since  1974. 
Amendments  to  the  18-year-old  law 
would  make  sense  in  areas  such  as  re- 
quiring mandatory  coverage  of  depen- 
dents of  workers,  affording  periodic  and 
equitable  cost-share  adjustments  be- 
tween employers  and  employees,  and 
modifying  benefits  to  reflect  improve- 
ments in  clinical  preventive  services. 

COMMUNFTY  RATING  FOR 
HEALTH  INSURANCE 

Community  rating  spreads  risk  across 
an  entire  population.  Commercial  insur- 
ance practices  often  focus  on  trying  to 
find  and  sell  insurance  to  "low  risk"  busi- 
nesses, leaving  the  "high  risks,"  or  those 
without  the  ability  to  pay  high  rates, 
without  insurance.  Without  community 
rating,  then,  an  insurance  market  is  frag- 
mented. 

Because  Hawaii  has  such  a  high  level 
of  persons  with  health  care  coverage 
due  to  its  employer  mandate,  major 
health  care  insurers  (the  Hawaii  Med- 
ical Sen-ice  Association,  Honolulu,  and 
Kaiser  Permanente  Medical  Programs, 
Honolulu,  Hawaii)  can  use  community 
rating  for  coverage  for  small  employers. 
These  rates  are  comparable  to  those  en- 


Table     3  — Comparative     Health 
Organization  Family  Rates.  I992"t 

OTQanliatloo  and  Slate Monthly  Rale.  » 

Kaiser. t  Hawaii  266 

Kaiser. t  f4orthem  California  327 

Kaiser.}  Oregon  Washington  313 

Kaiser. 1  Southern  California  362 

Kaiser.t  Colorado  324 

Kaiser.)  Ohio  377 

Kaiser.}  Washington.  DC  366 
Group  Health.  Minnesota. 

Wisconsin  449 
Harvard  Community  Health  Plan. 

Massachusetts  465 

Columbia  Free  State  Maryland  574 

'Companson  subject  to  a  numtwr  of  factors  including 
polenttally  difterenl  benefits  arMl  varying  markel  situa- 

t  Data  denved  from  Consumer  Reports.  August  1 992.* 
tKaiser  Foondahon  Health  Plan 


joyed  by  large  employers.  Since  Ha- 
waii's major  health  insurers  (both  of 
which  are  nonprofit)  voluntarily  use 
modified  community  rating  for  small 
businesses  and  have  such  a  significant 
market  share  (Table  2),  rates  are  af- 
fordable for  small  business  in  Hawaii. 
Other  factors,  such  as  low  inpatient 
utilization,  contribute  to  the  lower  costs 
as  well.  As  a  result,  fee-for-service  and 
HMO  coverage  (Table  3)  are  well  below 
the  cost  of  comparable  plans  elsewhere 
in  the  United  States. 

Small  businesses  can  purchase  insur- 
ance at  reasonable  rates  and  can  comply 
with  the  employer  mandate  without  un- 
due burden.  Insurance  companies  cut 
administrative  costs  and  can  market  to 
a  large  pool  of  businesses.  Costs  arc  low, 
in  p^  because  everyone  must  play  and 
the  young  and  healthy  must  pay  into  the 
pool  along  with  those  who  are  in  greater 
need  of  services.  The  requirements  of 
the  PPHCA  and  responsible  voluntary 
insurance  practices  have  provided  a  uni- 
formly level  field  for  competition. 

SYSTEM'S  EFFECTS 

While  detailed  analyses  on  the  effects 
of  Hawaii's  system  have  not  been  un- 
dertaken, observation  and  preliminary 
data  suggest  that  the  policies  established 
in  Hawaii's  system  and  supported  by 
medical  practice  patterns  in  Hawaii  have 
resulted  in  good  health  outcomes  and 
little  overall  negative  effects.  These  are 
evident  in  Hawaii's  health  status  and  its 
successful  implementation  and  operation 
of  an  employer  mandate  and  a  support- 
ive insurance  system. 

Effects  on  Haaltli  Care  Coverage 

The  effects  of  an  employer  mandate 
are  apparent.  In  1971, 11. 7%  of  the  state's 
population  was  without  hospital  cover- 
age and  17.2%  was  without  physician 
coverage.' The  PPHCA  dramatically  re- 
duced those  figures.  Numbers  of  people 
who  became  insured  owing  to  the  pas- 
sage of  the  new  law  were  not  directly 
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Table  4  — Reporting  Units  and  Emptoyment  by  Size  of  Firm.  December  1990* 


StootRnn 

No  of 
Repotting  UnNa 

%o« 
Total 

Na.ol 

%0( 
Tom 

1  to  49  employees 

25  768 

»4 

173  277 

38 

1  10  99  employees 

26  578 

97 

228  927 

51 

Memployere 

27  271 

100 

444  871 

100 

'UfvubliShed  mfornietion  from  the  Hawau  Slate  Depanment  ol  Labof  and  Indusmal  Retaboos 

1970  1971  1972  1973  1974  1975  1976  1977  1971  1979  1980  1911 19C  1983  1984  1985  1966  1987  1988  1989  1990  1991 
Year 

Fig  1  — Unemp4oynient  percentages  lof  ttw  United  States  and  Hawaii,  1970  ttinxign  1991  PPMCA  indKates 
effective  date  of  tt>e  Prepaid  Healtti  Care  Act  Data  from  unput)tished  mtormation  from  the  Hawaii  State  Oe- 
partment  of  Labor  and  Industnat  Relations 


measured.  One  obsei^er  estimated  that 
at  least  46  000  people  were  immediately 
covered."  The  Department  of  Health  es- 
timates that  many  more,  mostly  employ- 
ees of  small  businesses,  were  brought 
on  board,  and  a  Department  of  Health 
study  indicated  that  the  overall  state 
rate  of  uninsured  was  approximately 
3.9%  after  the  implementation  of  the 
PPHCA.'  As  the  Medicaid  caseload  de- 
creased in  the  early  1980s,  the  number 
in  the  gap  group  (those  without  health 
care  coverage)  grew  to  approximately 
5"*  by  1987." 

Some  of  the  remaining  uninsured,  such 
as  professionals  or  people  with  high  com- 
mission incomes,  were  able  to  purchase 
health  services.  Others,  however,  could 
not.  In  1989,  the  Department  of  Health 
estimated  the  gap  group  in  financial  need 
or  "medical  indigence"  to  be  about  3.5% 
of  the  population,  about  35  000  people. 
Populations  at  risk  in  the  gap  group  were 
the  unemployed,  some  dependents  of 
low-income  parents,  unemployed  depen- 
dents, and  part-time  workers.  While  a 
few  seasonal  agrictiltural  workers  and 
other  grdups  also  remained  outside  the 
provisions  of  the  PPHCA,  their  num- 


bers were  small.  Neighbor  island  resi- 
dents (those  residing  on  islands  other 
than  Oahu)  and  immigrants  were  in  the 
excluded  groups  in  higher  numbers,  al- 
though they  are  not  formally  excluded 
from  employer-based  coverage.'  With 
the  remaining  in-need  population  less 
than  5%  of  the  population,  a  program  of 
universal  access  was  deemed  feasible 
for  the  state. 

This  strategy  took  two  forms.  The 
first  was  expansion  of  Medicaid,  largely 
by  utilizing  the  options  allowed  in  the 
various  Omnibus  Budget  Reconciliation 
Act  measures  passed  by  Congress  in 
the  late  1980s  and  early  1990s.  Medicaid 
was  expanded  to  include  pregnant  wom- 
en and  infants,  young  children,  elderly 
persons,  and  disabled  persons.  With 
these  additions,  and  with  significant 
growth  in  Hawaii/Medicaid's  Aid  to 
Families  With  Dependent  Children  ca- 
seload, Hawaii's  Medicaid  program  grew 
to  more  than  96000  persons  by  Febru- 
ary 1993.'" 

A  second  option  was  "gap  group  in- 
surance." The  State  Health  Insurance 
Program  (SHIP)  (Chapter  431N,  Ha- 
waii Revised  Statutes)  was  developed 


for  those  ineligible  for  Medicaid.  This 
program  provides  a  basic  benefits  pack- 
age, rich  in  prevention  and  primary  care 
but  limited  in  catastrophic  benefits  (un- 
der the  assumption  that  the  SHIP  mem- 
ber can  use  Medicaid  "spend-down"  for 
truly  catastrophic  events).  By  Febru- 
ary 1993,  the  SHIP  had  just  under  2% 
of  the  state's  population  enrolled,  86% 
of  whom  are  under  150%  of  poverty. 
Forty  percent  of  the  SHIP  clientele  are 
children. 

Together,  the  SHIP  and  Medicaid  ex- 
pansions have  provided  more  than  40  000 
recently  uninsured  people  with  health 
care  coverage.  The  state's  unemploy- 
ment rate,  while  increasing  in  1992,  re- 
mains one  of  the  lowest  in  the  nation. 
The  state  conducted  a  survey  on  the 
uninsured  from  January  through  Sep- 
tember 1991  and  reported  that  those 
who  identified  themselves  as  being  un- 
insured totaled  3.75%."  This  remaining 
group  may  be  difficult  to  insure  owing 
to  mental  illness,  severe  substance  abuse, 
or  sociocultural  reasons  such  as  inuni- 
grant  status.  However,  it  is  critical  to 
point  out  that  once  these  people  present 
to  a  medical  facility,  they  receive  care. 

Mandated  health  care  coverage  does 
not  eliminate  all  barriers  to  health  care. 
By  and  large,  Hawaii  has  adequate 
health  care  services  for  its  population. 
However,  there  are  provider  shortages 
in  certain  areas  in  Hawaii  (four  areas  on 
Oahu  and  two  areas  on  the  island  of 
Hawaii  have  been  designated  as  a  "med- 
ically underserved  area"  or  "medically 
underserved  population"  by  the  federal 
government  and  six  other  areas  are  in 
the  process  of  obtaining  federal  desig- 
nation). Community  health  centers  cur- 
rently serve  the  Oahu  areas  and  plans 
are  under  way  to  provide  for  the  needs 
of  the  others. 

Despite  these  delivery  system  prob- 
lems, the  PPHCA  has  been  directly  re- 
sponsible for  reducing  the  overall  size  of 
the  gap  group  in  Hawaii,  which  has  per- 
mitted the  state  to  provide  cost-effec- 
tively coverage  for  the  rest.  Hawaii  can 
claim  universal  access  to  health  care  cov- 
erage for  all  of  its  citizens. 

Effects  on  Buslnesa 

One  of  the  principal  objections  to  an 
employer  mandate  has  been  an  alleged 
negative  effect  on  business,  particularly 
small  business.  Hawaii  is  a  "small  busi- 
ness" state.  Table  4  shows  that  97%  of 
Hawaii's  businesses  employ  fewer  than 
100  persons  and  account  for  51%  of  the 
jobs  in  the  state;  94%  employ  fewer  than 
50.  We  note  that  the  available  data  do 
not  demonstrate  that  the  PPHCA  has 
an  adverse  effect  on  business  in  Hawaii. 
In  fact,  some  indirect  indicators  suggest 
that  the  effect  may  be  positive. 
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Fig  3 — Growth  in  employers  in  Hawaii,  1970  through  1991.  PPHCA  indicates  elfective  date  ol  the  Prepaid 
Health  Care  Ad  Data  from  unpublished  information  Irom  the  Hawaii  State  Department  of  l-at>or  and  indus- 
tnal Relations. 


From  a  small-business  standpoint,  the 
typical  argument  against  mandated  ben- 
efits is  that,  as  business  costs  increase 
with  the  burden  of  required  health  in- 
surance, marginal  businesses  will  fail 
and  the  growth  of  others  will  be  slower. 
In  either  case,  a  higher  than  average 
proportion  of  businesses  would  fail  and 
jobs  would  be  lost.  Hawaii's  statistics  do 
not  bear  this  out.  Hawaii's  unemploy- 
ment rate,  high  when  the  PPHCA  was 
enacted  in  1974  and  throughout  most  of 
the  1970s,  has  shown  a  downward  trend 
since  1977  (Fig  1).  While  unemployment 
did  reach  a  high  point  in  the  year  fol- 
lowing the  PPHCA's  effective  date,  an 
evaluation  at  the  time  concluded  that 
the  PPHCA  had  no  appreciable  effect 
on  business.'  Many  factors  contributed 
to  the  downward  unemployment  trend 
in  the  two  decades  following  the  man- 
date, but  it  is  clear  that  the  PPHCA  did 
not  have  the  devastating  economic  ef- 
fect predicted.  In  fact,  viewing  job  cre- 
ation as  another  indicator.  Fig  2  shows 
that  in  all  but  1  year  since  the  PPHCA's 
effective  date  more  jobs  have  been  cre- 
ated than  have  been  lost.  Throughout 


this  period,  Hawaii  has  enjoyed  a  gen- 
eral growth  in  employers  (Fig  3)  and  in 
jobs.  In  1990,  it  was  third  highest  in  the 
nation  in  the  per  capita  start-up  of  new 
businesses  and  about  average  with  re- 
spect to  business  failures.'^ 

One  can  actually  argue  that  the  em- 
ployer mandate  has  been  good  for  small 
businesses.  Because  its  provisions  set 
the  basis  for  the  continued  voluntarj' 
community  rating  by  Hawaii's  major  in- 
surers, costs  of  health  insurance  for  Ha- 
waii's small  businesses  are  relatively  low. 
And,  unlike  other  states,  since  all  small 
businesses  are  part  of  the  insurance  pool, 
small  businesses  covering  their  work- 
ers are  not  paying  for  the  uncompen- 
sated care  costs  of  the  small  employers 
who  don't.  Finally,  the  PPHCA  Premi- 
um Supplementation  Fund  rarely  has 
been  used.  This  would  suggest  that  lit- 
tle negative  impact  has  been  felt  by  small 
businesses  eligible  for  the  supplement. 

Effects  on  Health  Status 

Considering  that  health  outcomes 
ought  to  be  the  key  objective  of  a  health 
care  system,  Hawaii  fares  very  well,  if 


Table  5.— Years  of  Productive  Life  Lost  (YPLL)  per 
100  000  due  to  Premature  Mortality.  Age  Adiusted' 


Cancer 
Heart  disease 
Index  ol  YPLL.  1987 


'Robert  Worth.  MD.  wnlten  c 
1991.  based  on  1990  data  from  the  Centers  f( 
Control  and  Prevention 


Table    6  — Utilization    of    Community    Hospitals, 


Beds  per  lOOO 

population  3  7  2  6         70 

Patient  days  per 

1000  population  884  792  89.6 

Surgery  per  1000 

population  87  4        52  9         60.5 

Emergericy  departments 

per  1000  populelion  351  1        168  9  48  1 


not  the  best  of  all  states,  in  terms  of 
longevity,  low  infant  mortality,  and  very 
low  premature  morbidity  and  mortality 
rates  for  cardiovascular  and  pulmonary 
disease  and  cancer."  Two  recent  nation- 
al analyses  of  the  comparative  health 
status  of  all  50  states,  one  by  Northwest 
Life  Insurance  Company,  Milwaukee, 
Wis,"  and  another  by  the  American  Pub- 
lic Health  Association,  Washington, 
DC,"  have  rated  Hawaii  first  among  all 
states.  We  believe  a  considerable  amount 
of  this  success  is  attributable  to  direct 
and  indirect  effects  of  Hawaii's  employ- 
er mandate  over  the  past  two  decades. 
Historically,  Hawaii's  physicians  and  ag- 
ricultural plantations  emphasized  out- 
patient care  over  hospitalization,  an  ori- 
entation that  continues  to  the  present  in 
Hawaii's  medical  practice  patterns. 
While  no  study  of  health  status  was  un- 
dertaken over  the  effective  period  of 
the  PPHCA,  data  available  now  sup- 
port our  contention. 

The  state's  continued  emphasis  on  en- 
suring access  to  primary  care  for  nearly 
all  its  citizens  has  been  a  major  factor  in 
better  health  outcomes  and  improved 
health  status  for  Hawaii's  people.  This 
is  true  despite  risk  populations  and  risk 
factors  consistent  with  other  urban  and 
rural  areas  of  the  nation.  On  an  age- 
adjusted  basis,  Hawaii  has  many  fewer 
years  of  productive  life  lost  owing  to 
premature  mortality  due  to  cancer,  heart 
disease,  and  overall  causes  (Table  5). 
Early  access  to  primary  care  also  shows 
up  in  health  utilization  statistics.  Table 
6  shows  that  Hawaii  has  70%  of  the  na- 
tional rate  of  acute  hospital  beds  per 
1000  population,  90%  of  the  national  av- 
erage for  acute  hospital  utilization,  61% 
of  the  national  average  for  surgeries, 
and  48%  of  the  national  rate  of  emer- 
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JatAe  7  —Years  of  Productive  Ufe  Lost  due  lo  All 
Causes,  1990't 


TatHe  9  —Comparison  ol  Satisfaction  With  Healtii  Care  Systeni  in  Hawaii  and  Itie  Rest  of  the  United  States* 


Caucasians 

Japanese 

Filipinos 


100  OOP  PopulaHon 
4894 
6025 

5689 
10  297 


*Age  adtusted 

tRoben  Worth.  MO.  wntten  communication.  March 
1991 .  based  on  data  Irom  the  Cenlers  tor  Disease  Corv 
trot  and  Prevention 


Table  8  —Wealth  Risk  Behaviors  for  Hawaii  and  45 
Slates.  1990' 


%  of  Papulation 

' 

Median  of 

RMk  Behavior 

Hawaii 

4S  States 

No  leisure  activity 

31  6 

287 

Sedentary  lile-style 

624 

Smoking 

21  1 

Overweight 

177 

Binge  alcohol 

194 

Onnk  and  dnve 

39 

No  seal  belt 

49 

2S9 

'Data  denved  from  Siegel  et  al  " 

gency  department  utilization.  There  is 
no  rationing,  and  Hawaii  has  the  same 
commitment  to  tertiary  care  and  new 
technologies  as  other  states.  We  believe 
the  economies  of  lower  inpatient  utili- 
zation are  a  major  source  of  Hawaii's 
lower  costs. 

Other  hypotheses  for  the  state's  bet- 
ter outcomes  abound.  Because  of  a  high 
proportion  of  Asian-Pacific  Islanders  in 
its  population,  Hawaii  is  purported  to 
have  a  healthier  "genetic  stock";  in  na- 
tional data,  Asian-Pacific  Islanders  ap- 
pear to  have  better  health  status  in  all 
states.  If  this  is  so,  the  Asian-Pacific 
Islanders  in  Hawaii's  population  presum- 
ably would  have  better  health  status 
than  Caucasians.  However,  analysis  of 
recent  data  belies  this  hypothesis.  As 
can  been  seen  in  Table  7,  when  age- 
adjusted  populations  of  Japanese,  Fili- 
pinos, Caucasians,  and  Hawaiians  are 
compared  (together  these  four  groups 
make  up  85%  of  Hawaii's  population), 
Japanese,  Filipinos,  and  Caucasians  have 
similar  status  in  terms  of  years  of  pro- 
ductive life  lost  per  100  000  people,  with 
Caucasians  coming  out  the  best  overall. 
The  only  group  at  variance  from  this 
profile  are  the  native  Hawaiians,  rep- 
resenting 20%  of  the  population,  but  with 
about  twice  the  rate  of  productive  years 
lost.  These  data  suggest  no  major  ethnic 
component  to  Hawaii's  improved  health 
status,  and  reveal  that  the  category  of 
Asian-Pacific  Islander  used  in  report- 
ing national  health  statistics  appears  to 
mask  the  poor  health  status  of  Pacific 
Island  peoples  in  Hawaii  and  might  also 
be  hidden  in  national  statistics  as  well. 
Another  frequently  stated  hypothe- 
sis about  Hawaii's  good  outcomes  and 


Hawaii 

Base 

Hawaii's 
System,  % 
(n.10OO) 

Natlon'e 
System.  % 
(11.1000) 

Total  US,  % 
(n.2000) 

'it  wonts  as  well  as  can  be  expected  or  'It  won^  taiily  well, 
but  minor  changes  are  needed  ■ 

76 

55 

40 

■II  wortis  badiy  and  mapr  changes  are  needeiT  or  11  works 
so  badly  that  an  entirely  difleront  system  is  needed  ' 

18 

39 

57 

Not  sure/rolused 

6 

7 

3 

'Daia  denved  Irom  the  Hawaii  Health  Care  Survey  " 

lower  health  costs  presumes  that  supe- 
rior life-style  choices  and  climate  are 
responsible.  However,  Hawaii's  data  are 
not  particularly  noteworthy  in  this  re- 
gard. Compared  with  the  other  states 
surveyed  by  the  Centers  for  Disease 
Control  and  Prevention,  Hawaii  actual- 
ly ranks  above  the  median  for  45  states 
on  four  of  seven  indications  of  "un- 
healthy" life-style;  lack  of  leisure-time 
activity,  sedentary  lifestyle,  binge  alco- 
hol drinking,  and  percentage  of  popula- 
tion drinking  and  driving  (Table  8).  The 
incidence  of  essential  hypertension  and 
hypercholesterolemia  is  higher  than  na- 
tional averages.  Life-style  factors  re- 
flect Hawaii  as  an  above-average  state 
perhaps,  but  certainly  do  not  in  them- 
selves explain  Hawaii's  excellent  health 
mortality  outcomes  and  lower  costs. 

While  Hawaii's  warm  cUmate  reduces 
health  care  expenses  due  to  cold  weath- 
er (eg,  pneumonia,  falls  from  slipping  on 
ice),  the  state  experiences  more  drown- 
ing, bodysurfing  and  ocean  injuries,  and 
skin  cancers.  Because  Hawaii  is  a  gate- 
way for  immigration  from  the  Asia/Pa- 
cific region,  it  has  the  second  highest 
rate  of  tuberculosis  in  the  nation,  and 
ranks  among  the  top  10  states  in  per 
capita  incidence  of  human  immunodefi- 
ciency virus  contraction."  It  also  has 
been  calculated  by  the  Hawaii  State  De- 
partment of  Health  to  have  the  highest 
rate  of  hepatitis  B  in  the  nation  and  a 
high  rate  of  Hansen's  disease. 

Access  to  basic  health  care  appears  to 
have  been  a  key  factor  in  improving  the 
health  status  of  Hawaii's  people  through 
the  reduction  of  unnecessary  inpatient 
and  emergency  department  care.  How- 
ever, this  analysis  needs  further  docu- 
mentation and  investigation. 

PUBUC  PERCEPTION  OF  EFFECTS 

Public  support  for  Hawaii's  system  is 
strong  in  the  state.  A  recent  poll  con- 
ducted by  Louis  Harris  and  Associates, 
New  York,  NY,  and  sponsored  by  the 
Kaiser  Family  Foundation  and  the 
Queen  Emma  Foundation  shows  this." 
The  study  was  designed  to  be  compa- 
rable to  a  national  study  conducted  by 
the  Kaiser  Family  Foundation  and  the 
Conunonwealth  Fund  in  late  1991.  The 
Harris  poll  provides  a  good  comparative 


base  for  the  perceptions  of  Hawaii  re- 
spondents with  those  of  the  rest  of  the 
nation.  In  that  survey,  76%  of  the  re- 
spondents felt  that  Hawaii's  system 
"works  as  well  as  can  be  expected"  or 
"fairly  well,  but  minor  changes  are  need- 
ed," with  55%  of  Hawaii  respondents 
indicating  similar  confidence  in  the  na- 
tion's system.  Nationally,  only  40%  of 
the  respondents  had  a  similar  opinion. 
On  the  other  hand,  18%  of  Hawaii's  re- 
spondents felt  the  system  worked  badly 
and  needed  m^or  changes  or  an  entire- 
ly new  system,  as  opposed  to  57%  of  the 
national  sample  (Table  9). 

Citizen  confidence  in  Hawaii's  state- 
based  system  is  also  evident  when  the 
respondents  are  asked  about  their 
choices  of  who  should  lead  the  health 
care  reform  effort.  While  62%  of  the 
national  sample  looked  to  the  federal 
government  to  lead  health  reform,  only 
48%  of  the  people  polled  in  Hawaii  picked 
the  federal  government  to  lead.  In  Ha- 
waii's case,  43%  chose  the  state  to  lead, 
compared  with  only  30%  of  the  national 
sample."  Thus,  while  Hawaii  recognizes 
the  need  for  a  50-state  system  for  true 
health  care  reform,  the  response  of  its 
citizens  implies  confidence  in  the  direc- 
tions and  responsibility  taken  locally. 

LESSONS  FROM  HAWAII'S 
EXPERIENCE 

Hawaii's  experience  with  an  employ- 
er mandate  injects  several  lessons  into 
the  national  debate.  As  the  only  state 
with  an  employer  mandate,  Hawaii  runs 
the  risk  of  being  termed  "an  outlier"  or 
an  anomaly  owing  to  factors  as  diverse 
as  its  geographic  location  or  the  ethnic 
makeup  of  its  people.  While  unique  in 
many  ways,  Hawaii's  overall  health  care 
system,  hospital  costs,  provider  salaries, 
and  standards  of  care  are  not  atypical 
among  states.  However,  the  state's  com- 
mitment to  universal  access,  communi- 
ty insurance  rating,  and  primary  and 
preventive  care  have  paid  unexpected 
cost-containment  dividends  in  addition 
to  the  expected  social  rewards.  This  ex- 
perience does  deserve  consideration  by 
national  and  state  policymakers. 

Hawaii's  experience  suggests  much 
from  which  the  nation  can  benefit: 

1.  An  employer  mandate  can  be  a  pow- 
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erfully  effective  means  of  increasing  ac- 
cess, without  a  devastating  impact  on 
business.  Several  hypothetical  studies 
based  on  projections  and  a  limited  num- 
ber of  variables  have  predicted  that  an 
employer  mandate  would  result  in  a  loss 
of  jobs  or  a  business  slowdown.*'-'  Ha- 
waii's actual  experience  suggests  the  op- 
posite: Insurance  rates  are  lower,  there's 
a  sizable  reduction  in  uncompensated 
care,  insurance  practices  are  more  eq- 
uitable, and  all  employers  are  included. 
We  do  not  believe  an  overall  negative 
effect  on  either  business  or  employment 
has  occurred  in  Hawaii  owing  to  the 
employer  mandate. 

2.  Fair  insurance  practices  are  essen- 
tial for  and  are  supported  by  an  em- 
ployer mandate.  By  providing  a  base  for 
community  rating,  Hawaii's  employer 
mandate  provided  a  base  for  the  gen- 
erally fair  system  of  insurance  coverage 
in  the  state.  Because  all  employers  are 
in  the  risk  pool,  community  rates  are 
affordable,  and  insurance  is  transport- 
able. This  provides  the  strong  argument 
from  Hawaii's  perspective  for  a  simple 
and  clear,  "everybody  plays"  mandate. 

3.  A  broad  standard  benefits  pack- 
age, emphasizing  primary,  outpatient, 
and  community  care,  but  including  a  com- 
prehensive spread  of  benefits  extend- 
ing from  preventive  services  to  inpa- 
tient and  catastrophic  care,  is  necessary 
to  contain  overall  costs.  Hawaii's  expe- 
rience supports  inclusion  of  benefits  and 
services  that  are  demonstrated  to  be 
clinically  and  financially  effective  and 
appropriate  and  that  collectively  reduce 
unnecessary  emergency  department,  in- 

R«farenc»s 

1.  Section  1,  Act  210,  Hawaii  Session  Laws.  1974. 

2.  Stenson  RV.  Comparison  of  health  expenditures 
in  US  and  Hawaii  economies.  Hawaii  Med  J  1992; 
ol(l):14. 

3.  TriedmanE.ne  Atoha  Way  Health  Care  Struc- 
tureand  Finance  in  Hawaii  Honolulu:  Hawaii  Med- 
ical Service  Association;  1993. 

4.  Consumer  Reports  August  1992;57:530-531. 

5.  Riesenfeld  SA.  Prepaid  Health  Care  m  Hawaii 
Honolulu:  Legislative  Reference  Bureau.  State  of 
Hawaii;  1971.  Report  2. 

6.  Van  Steenwyk  J.  Fink  R.  Evaluation  of  Impact 
of  Hawaii's  Mandatory  Health  Insurance  Law:  A 
Report  on  the  Prepaid  Health  Care  Act.  Washing- 
ton, DC:  US  Dept  of  Health.  Education  and  Wel- 
fare; 1978.  Contract  299-77-0014. 

7.  Nakamura  A.  Johnson  D,  Oyama  N.  Peterson  J. 
Research  and  Statistics  Report  Cost  of  Medical 
Care  Honolulu:  Dept  of  Health.  Sute  of  Hawaii; 
1981. 

8.  Dept  of  Health,  Suu  of  Hawaii.  Th4  Medically 
Indigent  m  Hawaii.  A  Preliminary  Report  to  the 
Legislature  m  Response  to  SR  HS-Se.  SDl  Hono- 


patient,  and  high-technology  care  by  de- 
sign. We  believe  that  some  mental 
health,  substance  abuse,  dental,  and 
pharmaceutical  drug  coverage  must  be 
included  in  a  cost-effective,  minimum- 
benefits  package  to  promote  cost  con- 
tainment through  more  successful  pri- 
mary and  noninstitutional  care. 

4.  Universal  access  is  in  itself  a  cost- 
containment  strategy.  Because  virtual- 
ly all  of  Hawaii's  people  have  access  to 
primary  care  coverage  through  the  em- 
ployer mandate  and  the  state  programs 
it  has  made  possible,  utilization  of  high- 
cost  services  in  Hawaii  is  well  below'  the 
rest  of  the  nation.  This  leads  to  the  low- 
er health  care  costs,  comparatively  low 
small-business  insurance  rates,  and  a 
lower  portion  of  gross  domestic  product 
spent  on  health  care  when  the  state  is 
compared  with  the  nation.'  By  allowing 
free  access  to  primary  care,  a  national 
or  state  health  policy  could  decrease 
the  use  ol  expensive  modes  of  care  and 
thus  decrease  health  costs.  Universal 
access,  then,  has  been  our  best  cost- 
cutting  tool. 

5.  States  can  be  successful  in  health 
care  reform.  Even  though  a  "small  busi- 
ness" state,  Hawaii  has  demonstrated 
that  states  can  implement  comprehen- 
sive hoalth  reforms  when  given  flexi- 
bility by  the  federal  government  to  de- 
sign and  implement  these  reforms.  Ha- 
waii's ERISA  exemption  was  crucial  in 
this  reform  process.  Recent  federal  court 
decisions  are  citing  ERISA  to  limit  an 
ever-increasing  number  of  incremental 
state-mediated  reforms.  For  example, 
in  New  Jersey,  the  decision  in  United 
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Wire,  Metal,  aiid  Machine  Health  and 
Welfare  Fund  v  Morristoum  Memorial 
Hospital  overturned  that  state'.s  long 
operating  uncompensated  care  fiind.  It 
would  seem  prudent  public  policy  to  al- 
low for  careful  and  deliberate  state  ex- 
perimentation through  ERISA  exemp- 
tions or  waivers  in  the  event  the  needed 
national  reform  does  not  happen  right 
away. 

CONCLUSION 

While  health  care  reform  has  in- 
creased significantly  in  importance  to 
the  American  public  in  recent  years,  no 
specific  health  reform  strategy  has  yet 
found  general  support  by  a  majority  of 
American  people.'"  Hawaii  offers  posi- 
tive and  nonhypothetical  experience 
with  the  nation's  only  employer  man- 
date, coupled  with  the  advantages  of 
community  insurance  rating  and  an  em- 
phasis on  primary  and  preventive  care. 
Our  state  demonstrates  and  validates 
that  this  approach  is  a  viable  one  for 
serious  consideration  in  health  care  re- 
form not  only  by  other  states,  but  by  the 
nation  itself  as  the  Clinton  administra- 
tion and  the  Congress  proceed  to  grap- 
ple with  the  issues  involved. 
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ATTACHMENT  2 

. . .  pncfthat  we're  healthier^ 


Comparison  of  health  expenditures  in 
U.S.  and  Hawaii  economies 

Richard  V  Stenson  MHA  MBA  FACHE  FACMGA 


Tht  auhor  uus  pubtiihed  natistieal  md  tconomic  data  le 
demoKstrai  at  HawatCs  health  can  cosu.  as  a  perctia  of 
trots  proa.^i.  art  stiiufiioMly  bthw  iht  US.  avtrat*.  per- 
haps aslcwasS  l%cf  Crou  Slate  Prodaei  (CSF). 

iBtrodycthM 

Alihoufh  a  (real  deal  has  been  wriuen  about  ihe  px>win| 

portion  of  (he  Gross  National  Pndua  (CMP)  beinf  expended 

on  medical  services,  iheie  has  been  no  compuative  dau  pub- 
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Ushed  pRviously  on  the  A«c  of  Hawaii's  Gross  State  Product 
(GSP)  consumed  by  heakii  care  expenditures.  Further,  since 
health  caie  com  have  been  tiainf  sKadily  in  both  Hawaii  and 
the  U.S.,  businea*  leaden  and  |ovemment  authorities  here 
may  ««U  awanc  tm  Hawaii's  cam  are  comparable  to  those 
on  the  mainland  U.S. 

Hawaii's  health  service  providers  believe  that  since  the 
State  is  amoni  the  lowest  in  rates  of  hospitti  admissions  and 
ompaiiem  visiu  in  die  counvy  (Graphs  1  A  2^.  has  far  fewer 
ho^atl  beds  per  pcpulaiion  (Onp^  if,  and  hospital  expens- 
es sencraDy  below  those  of  comparable,  high  cost-of  living 
stales  (eg  CalifonM,  New  Yorit.  and  AbskaO.  the  peroem  of 
Hawaii's  GSP  used  to  provide  medical  goods  and  services  is 
presimediDbelesihanttiiirordieU.S.  atawhole. 

Mftbods 
This  paper  compam  the  najor  medical  economic  data  ele- 
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COMPARISON  (CoHiutited  from  pat*  10) 

menu  in  the  US  inl  HiwaiL  The  macei  of  infonnaiian  tre 
exituni  published  dau.  pniMhIy  ihe  Hawaii  Oepuvnem  of 
Businest,  Economic  Development  A  Toiwism't  (DBED) 
annual  Data  Book  and  the  Health  Insufance  Associatioo  of 
America's  (HIAA)  annual  Source  Boot  ofHtaltk  luuroKct 
Data 

The  HIAA  data  are  produced  lar|ely  frooi  the  fedecal 
Health  Care  Financing  Adminisnatioa's  (HCFA)  tabulatioi 
of  Personal  Health  Care  Expenditure*  (PHCE).  whereas  the 
Stale's  DBED  reporu  use  ihe  methodology  of  the  ViS.  Con- 
merce  Dcpartmeni's  Personal  Conturopiion  Expendilurei 
(PCE)  —  Medical  Care  catnponeiM.  as  reported  in  Naiiooal 
Income  and  Piodua  Accotms  (NIPA).  There  are  minor  differ- 
ences in  Kcounung  meihodologie*  used  by  HCFA  and  Com- 
meice.  As  a  result,  the  Commerce  NIPA  and  related  DBED 
Tigures  have  been  somewhat  lower  telauve  lo  the  HCFA  tabu- 
lations. (HCFA  and  Commerce  are  working  to  resolve  dii* 
problem  in  the  neti  2  yean.)  If  this  difTerence  in  methodoio- 


TABLE  1 

19U  HEALTH  EXPENDITUBES  BY  TYPE  (MBona) 

Typa  of  Eip»ndHur«                                 U.S. 

Haww* 

P«r*onal  Haallh  Car*^'                    t47l.000 

$1SS2 

Program  Admmatration  and  Nat 

Coft  e<  PnvM*  HaUh  Inturanoo*          M.OOO 

•S 

Govarnmani  Public  HmUi  AelivtiM*     1 7.000 

SI 

Total  SarvicM  and  Supptaa                 S21 .000 

1,6M 

Rasaarch  and  Conatruelion'                    19,000 

64 

Total  Haalh  ExpandilurM                    (540,000 

t1,7U 
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1968  U.S.  AND  HAWAII  HEALTH  EXPENDITURES  (MOona) 
AS  A  PERCENT  OF  GROSS  Pf«X)UCT> 


U.S.  Haakh  Expandluraa 
Grosa  National  Product 


Hawai  Haalh  Ejipandttiraa 
Groaa  State  Product 


tS40,000 


$1,752 
S2136t 


gies  is  left  unadjusted,  the  Hawaii  data  appears  even  mon 
favoiable  (lower)  than  presented  in  this  paper. 

The  foOowini  data  and  gnphs  compensate  for  this  buih-m 
wdentatemem  by  raising  DBED  reported  Hawaii  figures  by 
the  same  ratio  of  the  dilTerence  between  NIPA  and  HCFA 
medical  cwc  oonsumption  accounts  for  each  of  the  yean  coed 
(eg  the  enact  for  19t8  was  lo  increase  Hawaii's  percent  of 
GSP  for  medical  care  from  1.i%  to  8.1%).  These  mterpola- 
bons  arc  bMed  on  the  \}S.  Department  of  Commerce's  Ftr- 
soHol  CoKSumpiieii  Expendilurei  Meiltodolofy  Papers  US 
NctioHol  Income  and  froduei  Accouui.  June  1990.  and  issues 
of  die  U.S.  Dtpaiuncnt  of  Com;nerce's  periodical  5«rvry  ef 
Cufrem  BuMtu.  Where  minor  data  eletnenu  for  Hawaii  ae 
unavailable,  ie,  net  cost  of  health  insurance,  public  health 
activiiiea,  research  and  consffucticn  (combined  total  less  ih»i 
12%  of  taul  health  expenditures),  they  ate  interpolated  at 
national  norms  for  those  yean. 

Rcsuhs 
A  comparison  between  U.S.  and  Hawaii  health  eipendi- 
lure*  indicaKs  that  the  percent  of  Hawaii's  GSP  consumed  by 
medical  goods  artd  services  was  at  t.1%  in  1988,  versus  the 
U.S.  experience  of  11.1%  of  CNP  (Table  I.  Table  2,  and 
Graph  4).  A  review  of  data  from  prior  yean  indicates  this 
divergence  began  ia  19(3  and  has  inocaaed  since  then  (Crafh 
S).  Orapii  6  Ipa  cajiita  annoal  heahh  expenditures  in  cunoM 
dollars  for  both  Hawaii  and  the  U.S.)  demonstrates  that  ike 
ratio  CivonMe  lo  Hawaii  is  not  simply  an  aberration  of  the 
rapidly  expanding  local  economy  (the  GSP  denominator  in  the 
ratio),  but  is  due  to  a  generally  lower  and  slower  rate  of 
powth  of  the  health  caic  expenditures  in  Hawaii. 
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When  eompmui  lo  other  iaduflralixad  countriei  wufc  pw 
ponedly  eiempliry  niiionai  heaWi  pwywi.  Hawaia't  hukh 
expendiures  as  t  perctniace  of  die  economy  ■«  lower  tfam  ia 
many.  Graph  7  depicii  the  reiaiive  health  capcndiaMS  a*  a  per- 
cent  of  Crea  Domestic  Piatet  (GDP  ■  GNP  less  net  tocign 
invesunem  income),  in  the  U^.,  Canada.  United  KingdoeK, 
Japan.  Cemtany,  Swede*,  ihe  Nethartands  and  HawaiL  Hawaii 
has  the  ihird  lowea  upendiiUR  laiio  ia  this  comparison. 


The  speciHc  causes  of  this  enviable  cost  of  health  care 
record  in  Hawaii  have  never  been  detineaied.  Many  theories 
have  been  advanced  to  explain  our  favorable  health  status 
(peaiest  tongeviiy  In  the  U.S.)  and  lowest  hospital  utilizaiian. 
The  various  facton  mentioned  include  Ihe  mild  climate.  Ihe 
multi-culuiral  population,  aa  oligopolistic  health  insurance 
industry,  a  mandated  workplace  health  insinnce  coverage,  as 
well  as  Ihe  role  of  the  Suse  Health  Planning  and  Devclopmeat 
Agency  (SHPOA),  lo  name  a  few.  To  date,  none  has  proven  to 
be  the  primary  element  resvicting  our  health  service  uiilixa- 
lion  and  expendiuires.  Tius  is  worthy  of  further  research,  since 
the  answer  may  be  beneflcial  lo  other  communities  attempting 
B  deal  with  soaring  heahh  costs. 

However,  one  wonden  whether  our  oveiall  health  expendi- 
urcs  are  lower,  in  pan.  because  Hawaii's  health  providen  sie 
being  paid  less  per  unit  of  service  than  dieir  peers  in  other 
communities  with  comparable  high  costs  of  doing  bttsiness, 
as  is  fiequenily  Implied  by  snentaal  comparisons  with  Maiih 
land  counieipans. 
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COMPARISON  (CoMiiuied  from  pat*  lil 


QBABLL 
HF>.  Tii  r^PTMHiTilHFS  AS  %  Of  1M7  QPP 
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Coacliuioi 
Health  eve  expendiuares  have  beea  raing  inesaraMy  aU 
across  the  U.S..  includinf  Hawaii.  Much  has  already  beea 
written  about  the  causes  o(  this  frowth.  e|  increasing  con- 
sumer dein^jid.  aging  population,  advwces  in  health  lechnoio- 
gies.  scarcities  of  professional  labor  and  geneni  innatioo. 
Nevertheless,  this  paper  demonstrates  that  Hawaii's  health 
care  ptichasing  power,  relative  to  other  com  in  cur  economy 
and  the  U.S.  as  a  whole,  a  a  proven  better  value  to  the  people 
of  otr  community. 

Pethapc  the  State  would  be  besiMrvtd  if  the  effora  of  our 

community  leaden  focused  on  a  conprchencive  sudy  of  why 
Hawaii  has  done  so  well.  In  ihis  way  we  nighi  lean  how  to 
maintain  mi  improve  on  this  suoceaAd  lecord.  and  innsfer 
our  experience  10  other  states. 
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SUMMARY 

Health  care  reform  has  risen  to  the  top  of  the  national  domestic 
policy  agenda  and  many  observers  have  cited  Hawaii's  health 
insurance  system  as  a  possible  model  for  the  nation.   For  almost 
20  years  Hawaii  has  been  a  leader  in  the  effort  to  achieve 
universal  access  to  health  insurance.   It  is  the  only  state  that 
requires  employers  to  provide  health  insurance  for  their 
employees,  and  it  has  public  programs  to  provide  coverage  to 
residents  not  insured  through  the  employer  mandate. 

Hawaii  has  the  highest  level  of  insurance  coverage  of  any  state 
in  the  nation.   Estimates  of  the  percentage  of  Hawaii's  residents 
lacking  health  insurance  in  1991  ranged  from  3.75  to  7.0  percent 
in  comparison  with  the  national  average  of  14  percent. 
Nevertheless,  Hawaii's  employer  mandate  and  government  programs 
do  not  ensure  coverage  for  everyone  in  the  state.   Further,  some 
residents  with  insurance  encounter  problems  obtaining  access  to 
health  services  and  need  community  health  centers  and  other 
safety-net  programs.   For  example,  private  providers  are  not 
always  willing  to  serve  Medicaid  patients. 

Hawaii  has  experienced  the  same  trend  of  rising  costs  as  the  rest 
of  the  nation.   From  1972  to  1991,  Hawaii's  annual  per  capita 
health  care  expenditure  generally  matched  the  national  average. 
However,  health  insurance  premiums  are  lower  than  in  the  nation 
as  a  whole  and  in  the  last  decade  have  risen  more  slowly  in 
Hawaii  than  nationally.   GAO  identified  two  factors  that 
contribute  to  lower  premiums  in  Hawaii:   reduced  cost  shifting 
and  insurance  companies'  use  of  modified  community  rating  for 
small  businesses. 

Hawaii's  requirement  that  employers  provide  health  insurance  has 
not  resulted  in  large  disruptions  in  Hawaii's  small  business 
sector.   Business  owners,  however,  have  expressed  concern  about 
the  cost  and  inflexibility  of  the  employer  mandate.   Hawaii's 
successful  implementation  of  employer-based  health  coverage  may 
have  been  helped  by  a  set  of  favorable  circumstances,  such  as  the 
large  number  of  employers  already  providing  health  insurance  at 
the  time  the  mandate  took  effect.   Thus,  if  a  national  employer 
mandate  is  adopted,  Hawaii's  experience  might  not  be  replicated 
throughout  the  country. 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  testify  on  our  recently 
released  report  on  health  care  in  Hawaii.^  Hawaii  has  been  a 
leader  in  the  effort  to  achieve  universal  access  to  health 
insurance.   It  is  the  only  state  that  mandates  employers  to 
provide  a  minimum  set  of  health  insurance  benefits  to  employees, 
and  its  public  programs  extend  coverage  to  many  residents  without 
employment-based  insurance.   Hawaii  officials  and  other  observers 
have  suggested  that  Hawaii's  system  provides  a  model  for  health 
care  reform  for  the  nation. 

There  are  three  key  findings  I  would  like  to  highlight. 
First,  Hawaii's  employer  mandate  did  not  have  a  large  adverse 
impact  in  the  small-business  sector.   Second,  while  Hawaii's 
system  of  near-universal  access  has  resulted  in  lower  health 
premiums,  its  per  capita  health  care  costs  have  risen  at  a  rate 
similar  to  the  national  average.   Finally,  Hawaii's  experience 
indicates  that  an  employer  mandate  by  itself  will  not  necessarily 
result  in  universal  access  to  health  care. 

Before  I  present  the  details  of  the  results  from  our  recent 
report  describing  Hawaii's  experience,  let  me  first  provide  some 
background  information  on  Hawaii's  system. 


^Health  Care  in  Hawaii;   Implications  for  National  Reform 
(GAO/HEHS-94-68,  Feb.  11,  1994). 
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BACKGROUND 

Hawaii  is  the  only  state  to  require  employers  to  provide 
health  Insurance  to  their  workers.^  Under  Hawaii's  1974  Prepaid 
Health  Care  Act,  employers  and  employees  share  the  cost  of 
employee  health  insurance  premiums.   The  employee's  contribution 
is  limited  to  half  the  premium  cost  or  1.5  percent  of  the 
employee's  gross  wages,  whichever  is  less.   In  1991,  a  worker 
earning  the  average  annual  wage  of  $24,128  would  have  paid  at 
most  $30  per  month,  or  about  one-third  of  the  premium  cost  for 
individual  coverage  under  a  small  business  policy.   Under  the 
act,  employees  must  elect  the  insurance  unless  they  have 
comparable  coverage  from  another  source  or  waive  coverage  for 
religious  reasons. 

Individuals  in  Hawaii  without  employer-sponsored  health 
Insurance  may  be  eligible  for  coverage  under  Medicaid  or  the 
State  Health  Insurance  Program.'  Established  in  1989  to  cover 
the  "gap  group"  not  covered  through  employment  and  not  eligible 
for  Medicaid,  the  State  Health  Insurance  Program  accepts  people 


'The  Employee  Retirement  Income  Security  Act  of  1974  preempts  state 
authority  to  regulate  certain  self-insured  employer  health  plans. 
Hawaii  is  the  only  state  to  have  a  limited  exemption  from  this  act. 

'Hawaii's  average  Medicaid-eligible  population  for  fiscal  year  1993 
was  101,000,  about  9  percent  of  the  population.   In  December  1992, 
the  State  Health  Insurance  Program  covered  about  20,000  residents, 
roughly  2  percent  of  the  population. 
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with  Incomes  up  to  300  percent  of  the  federal  poverty  level. 
Enrollment  in  the  program  is  voluntary. 

On  July  1,  1994,  Hawaii  is  scheduled  to  begin  a  5-year 
public  health  care  demonstration  project,  the  Hawaii  Health  QUEST 
project.   QUEST  will  combine  part  of  the  Medicaid  population  and 
those  currently  eligible  for  the  gap  group  program  under  a 
managed  care  delivery  system.   QUEST  will  offer  comprehensive 
benefits  similar  to  Medicaid  benefits.* 

We  performed  most  of  our  work  in  Hawaii  and  interviewed 
state  officials  as  well  as  representatives  from  the  state's  two 
major  health  insurers--Hawaii  Medical  Service  Association,  which 
is  the  Blue  Cross  and  Blue  Shield  Plan  of  Hawaii,  and  Kaiser 
Foundation  Health  Plan,  which  is  the  major  health  maintenance 
organization  in  Hawaii.   In  December  1992,  they  accounted  for 
over  80  percent  of  Hawaii's  insured  employees. 

HIGHEST  RATE  OF  COVERAGE. 


BUT  NOT  UNIVERSAL  CARE 


Hawaii  has  the  highest  rate  of  health  insurance  coverage  of 
any  state  in  the  nation,  but  it  does  not  have  universal  coverage. 


'According  to  state  officials,  participants  whose  incomes  are  above 
133  percent  of  the  federal  poverty  level  will  pay  a  portion  of  the 
premium  according  to  a  sliding  scale,  with  exceptions  for  pregnant 
women  and  infants  younger  than  1  year  old.   There  will  be  no 
copayments  for  children. 
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The  high  rate  of  coverage  results  from  the  state's  employer 
mandate,  Medicaid,  and  the  state-sponsored  insurance  program. 
Estimates  of  Hawaii's  uninsured  rate  range  from  3.75  percent  in  a 
1991  survey  by  the  Hawaii  Department  of  Health,  to  7.0  percent  in 
1991  from  data  from  the  Current  Population  Survey.   In  contrast, 
14.1  percent  of  the  nation's  population  was  uninsured  in  1991. 

Hawaii's  employer  mandate,  even  when  combined  with  public 
programs,  does  not  ensure  that  all  residents  have  health 
insurance.   The  mandate  does  not  cover  several  categories  of 
employees,  including  part-time  workers,  government  employees,  the 
self-employed,  and  low-wage  earners  and  has  gaps  in  insurance 
coverage  for  the  unemployed.   In  addition,  the  mandate  does  not 
require  that  benefits  be  provided  for  employees'  dependents. 
Without  mandated  employer-sponsored  health  insurance,  these 
individuals  may  choose  to  go  without  insurance  coverage. 

Even  with  health  insurance  coverage,  some  residents  in 
Hawaii  have  difficulty  obtaining  health  care  services  because  of 
limited  provider  availability,  especially  on  the  outer  islands, 
or  a  limited  willingness  on  the  part  of  providers  to  serve 
Medicaid  patients,   state  officials  told  us  that  they  hoped  the 
new  Hawaii  Health  QUEST  project  will  improve  access  to  care  by 
Increasing  the  compensation  for  care  for  lower-income  residents 
and  improving  the  availability  of  care  on  all  the  islands. 
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To  some  extent,  people  who  cannot  obtain  care  from  private 
providers  may  receive  care  from  community  health  centers.   These 
state  and  federally  supported  nonprofit  centers  are  designed  to 
provide  direct  services  to  hard-to-reach  populations,  such  as  the 
homeless,  and  those  without  the  ability  to  pay.   These  centers 
also  provide  some  services,  such  as  language  capabilities  and 
outreach  to  the  homeless,  that  are  generally  not  available  from 
private  providers . 

OVERALL  COSTS  PARALLEL  NATIONAL 
TREND  BUT  PREMIUMS  ARE  LOWER 

The  cost  experience  in  Hawaii  is  seemingly  anomalous 
because,  while  per  capita  health  care  costs  in  Hawaii  are  close 
to  the  rest  of  the  nation's,  insurance  premiums  are  lower  in 
Hawaii.   The  Prepaid  Health  Care  Act  was  intended  to  expand 
access  to  coverage,  but  it  did  not  include  explicit  efforts  to 
control  health  care  costs.   Between  1980  and  1991,  per  capita 
expenditures  for  hospitals,  physicians,  and  prescription  drugs 
increased  at  an  average  annual  rate  of  9.8  percent  in  Hawaii  and 
9.4  percent  in  the  nation  as  a  whole. 

By  contrast,  health  insurance  premiums  are  lower  in  Hawaii 
than  in  the  nation  as  a  whole.   In  1991,  annual  premiums  for 
three  of  the  most  prevalent  health  plans  in  Hawaii--one  large- 
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business  plan  and  two  small-business  plans--were  almost  $400 
lower  than  the  U.S.  average  cost  of  $1,604  for  comparable 
coverage.   Unlike  most  other  states,  premiums  for  small 
businesses  in  Hawaii  are  generally  not  much  different  from  those 
for  large  businesses.   We  also  found  that  health  insurance 
premiums  are  increasing  at  a  slower  rate  in  Hawaii  than  in  the 
nation  as  a  whole. 

Several  factors  may  contribute  to  Hawaii's  lower  premium 
costs.   One  is  the  reduced  amount  of  cost  shifting  to  private 
insurance  to  pay  the  cost  of  care  for  uninsured  individuals.   In 
addition,  because  eligible  employees  are  required  to  accept 
health  insurance,  costs  are  spread  over  a  wider  risk  pool, 
including  both  healthy  and  less  healthy  people.   Another  factor 
that  may  lower  costs  for  some  employers  is  the  major  insurers' 
use  of  modified  community  rating  for  small  businesses,  which  is 
established  using  the  anticipated  health  care  utilization  of  all 
subscribers.   This  contrasts  with  the  more  common  practice  of 
experience  rating,  in  which  insurers  determine  premium  rates  from 
the  medical  experience  of  each  insured  group. 
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SMALL  BUSINESSES  REPORT  LITTLE  ADVERSE 
IMPACT  FROM  EMPLOYER  MANDATE,  BUT 
DISLIKE  SYSTEM  INFLEXIBILITY 


Most  small  businesses  In  Hawaii  expressed  general 
satisfaction  with  the  Hawaii  health  insurance  system,  but  they 
complained  about  the  cost  and  inflexibility  of  mandatory 
insurance.   We  found  no  evidence  that  the  employer  mandate 
resulted  in  large  disruptions  in  Hawaii's  small-business  sector. 

Preliminary  results  from  a  recent  survey  of  small 
businesses'  in  Hawaii*  found  that  taxes  and  health  insurance  are 
viewed  as  the  top  two  problems  facing  small  business.   Fifty-six 
percent  of  small  businesses  considered  the  cost  of  health 
insurance  to  be  a  major  problem--more  than  any  other  government 
requirement.   However,  54  percent  of  small  businesses  in  Hawaii 
considered  the  inflation  of  their  health  care  costs  to  be  under 
control,  a  far  more  optimistic  view  than  that  held  by  businesses 
nationwide. 


'These  were  businesses  with  100  or  fewer  employees;  firms  of  this 
size  employ  over  half  of  the  state's  work  force. 

'Survey  of  Small  Business  Owners  in  Hawaii,  Kaiser  Family 
Foundation/Louis  Harris  and  Associates,  Inc.  (1993)  (preliminary 
findings) . 
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One  concern  about  an  employer  mandate  Is  the  effect  of  the 
mandate  on  employment  practices.  Including  possible  reliance  on 
part-time  workers,  overall  employment  levels,  and  effects  on 
salary  and  other  benefits.   Because  mandatory  Insurance  Is 
required  only  for  employees  who  work  at  least  20  hours  a  week, 
Hawaii's  mandate  could  potentially  cause  firms  to  hire  more  part- 
time  workers.   Three  of  every  10  businesses  questioned  in  the 
recent  survey  of  small  businesses  in  Hawaii  reported  that  they 
have  hired  people  for  fewer  than  20  hours  a  week  during  the  past 
2  years  primarily  to  avoid  health  insurance  costs.   However, 
business  leaders  told  us  that  hiring  part-time  workers  has  not 
become  a  prevalent  practice  in  most  industries,  because  doing  so 
would  cause  administrative  burdens .   Data  on  workers  employed 
fewer  than  20  hours  per  week  in  Hawaii  were  not  available; 
however,  the  percentage  of  workers  in  Hawaii  working  fewer  than 
35  hours  per  week  has  been  lower  than  or  comparable  to  the 
average  for  the  nation  over  the  past  several  years.' 

More  than  three-fourths  of  the  small  businesses  surveyed 
reported  that  the  mandate  has  had  little  or  no  effect  on 
employment  levels,  salaries,  or  other  benefits.   Nonetheless, 
about  one-fifth  of  the  small  businesses  said  that  they  had  hired 
workers  who  already  had  insurance  through  a  spouse  or  another 
employer  to  avoid  the  cost  of  Insuring  that  worker. 


'The  Bureau  of  Labor  Statistics  reported  that  in  1992,  18.2  percent 
of  Hawaii's  work  force  was  employed  fewer  than  35  hours  per  week, 
compared  with  19.2  percent  nationwide. 
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Business  leaders  we  Interviewed  said  that  because  of 
Hawaii's  low  unemployment  rate--below  5  percent  In  July  1993-- 
employers  would  offer  health  Insurance  without  the  employer 
mandate  to  compete  for  qualified  workers.  A  large  number  of 
employees  may  have  already  been  Insured  when  the  employer  mandate 
took  effect,  as  neither  of  the  major  Insurers  experienced 
unusually  large  enrollment  Increases  at  that  time,  according  to 
insurance  officials.   However,  the  mandate  may  be  preventing  some 
employers  from  dropping  health  Insurance  coverage,  particularly 
during  economic  downturns. 

The  business  leaders  we  interviewed  had  two  complaints 
related  to  the  inflexibility  of  the  health  Insurance  mandate. 
First,  they  were  unhappy  about  the  current  cap  on  required 
employee  contributions.   This  cap--1.5  percent  of  gross  pay — 
results  in  employers  paying  most  of  the  health  insurance 
premiums,  with  some  employers  opting  to  pay  the  entire  premium. 
Second,  since  passage  of  the  1974  act,  five  new  mandated  benefits 
have  been  Included  in  the  state  insurance  code,'  and  businesses 
are  concerned  about  what  they  regard  as  an  escalating  trend  of 
new  mandated  benefits. 


'These  benefits  are  well-baby  care,  in  vitro  fertilization, 
mammogram  screening,  mental  health  and  substance  abuse  treatment, 
and  newborn  adoptee  coverage. 
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IMPLICATIONS  FOR  HEALTH  CARE  REFORM 

Hawaii's  experience  offers  three  lessons: 

--  In  Hawaii,  the  one  state  with  an  employer  mandate,  the  mandate 
did  not  have  a  large  adverse  Impact  In  the  small  business 
sector.   However,  factors  unique  to  Hawaii  may  have 
contributed  to  this  outcome.   For  example,  Hawaii  may  have 
started  with  a  higher  percentage  of  Insured  individuals  than 
the  country  has  now.   Additionally,  at  the  time  Hawaii 
Introduced  the  mandate,  the  cost  of  providing  health  Insurance 
was  significantly  lower  than  it  is  today. 

—  Hawaii's  system  of  near-universal  access  has  resulted  in  lower 
health  insurance  premiums,  particularly  for  small  businesses. 
However,  Hawaii's  Prepaid  Health  Care  Act  did  not  have 
explicit  cost-control  provisions,  and  Hawaii's  per  capita 
health  care  costs  have  risen  at  a  rate  similar  to  the  national 
average . 

—  Hawaii's  experience  Indicates  that  an  employer  mandate  by 
itself  will  not  necessarily  result  in  universal  access  to 
health  care.   Other  publicly  sponsored  programs  are  necessary 
to  reach  residents  who  are  not  able  to  obtain  health  insurance 
at  work  or  who  are  unemployed.   Even  if  everyone  has 
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Insurance,  special  programs  may  be  necessary  to  ensure  that 
all  residents  have  adequate  access  to  health  services. 


Mr.  Chairman,  this  concludes  my  statement.   I  would  be  happy 
to  answer  any  questions  at  this  time. 
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Washington,  D.C.  20548 


Health,  Education,  and 
Human  Services  Division 

B-256320 

February  1 1,  1994 

The  Honorable  John  D.  Dingell 
Chairman,  Subconunittee  on 

Oversight  and  Investigations 
Committee  on  Energy  and  Commerce 
House  of  Representatives 

Dear  Mr.  Chairman: 

Health  care  reform  has  risen  to  the  top  of  the  national  domestic  policy 
agenda  and  many  observers  have  cited  Hawaii's  health  insurance  system 
as  a  possible  model  for  the  r\ation.  For  almost  20  years  Hawaii  has  been  a 
leader  in  the  effort  to  achieve  universal  access  to  health  insurance.  It  is  the 
only  state  that  requires  employers  to  provide  health  insurance  for  their 
employees,  and  it  has  public  programs  to  provide  coverage  to  residents 
not  iixsiu'ed  through  the  employer  mandate. 

You  asked  us  to  provide  information  about  Hawaii's  experience  on  topics 
central  to  the  current  debate  on  luitional  health  care  reform.  In  response 
to  your  request,  this  report  describes  Hawaii's  experience  with  providing 
access  to  health  insurance  and  health  services,  its  experience  with  health 
care  costs,  and  the  effects  of  Hawaii's  system  on  the  state's  small 
businesses  and  health  care  providers.' 

Rp«iilt«  in  Rriff  Hawaii  has  the  highest  level  of  insurance  coverage  of  any  state  in  the 

IvesuiUs  U I  ox  lei  nation.  E^stimates  of  the  percentage  c-'  Hawaii's  residents  lacking  health 

insurance  in  1991  ranged  firom  3.75  to  7.0  percent  in  comparison  to  the 
national  average  of  about  14  percent  Nevertheless,  Hawaii's  employer 
mandate  and  government  programs  do  not  ensure  coverage  for  everyone 
in  the  state.  Further,  even  some  residents  with  insurance  encounter 
problems  obtaining  access  to  health  services  and  need  community  health 
centers  and  other  safety  net  programs.  For  example,  private  providers  are 
not  always  willing  to  serve  Medicaid  patients. 

Hawaii  has  experienced  the  same  trend  of  rising  costs  as  the  rest  of  the 
natioa  From  1972  to  1991,  Hawaii's  annual  per  capita  health  care 
expenditure  generally  matched  the  iuUiot\al  average.  However,  health 


'You  abo  uked  us  lo  provide  Infocmatioli  on  the  Medicaid  dtsproportioMle  share  hospital  (DSH) 
pragram  in  Hawaii.  The  DSH  program  was  established  in  1961  to  provide  (or  additional  Medicaid 
payments  to  hospitals  that  serve  large  numben  of  Medicaid  and  other  low-income  patients.  This 
information  is  in  appendix  V. 
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insurance  premiums  are  lower  than  in  the  nation  as  a  whole  and  in  the  last 
decade  have  risen  more  slowly  in  Hawaii  than  nationally.  We  identified 
two  factors  that  contribute  to  lower  premiums  in  Hawaii:  reduced  cost 
shifting  and  insurance  companies'  use  of  modified  community  rating  for 
small  businesses. 

Hawaii's  requirement  that  employers  provide  health  insurance  has  not 
resulted  in  large  disruptions  in  Hawaii's  small  business  sector.  Business 
owners,  however,  have  expressed  concern  about  the  cost  and  inflexibility 
of  the  employer  mandate.  Hawaii's  successful  implementation  of 
employer-based  health  coverage  may  have  been  helped  by  a  set  of 
favorable  circumstances,  such  as  the  large  number  of  employers  already 
providing  health  insurance  at  the  time  the  mandate  took  effect.  Thus,  if  a 
national  employer  mandate  is  adopted,  Hawaii's  experience  might  not  be 
replicated  throughout  the  country. 


Background 


Requirement  for 
Employer-Sponsored 
Health  Insurance  Is  Unique 
to  Hawaii 


Hawaii  is  the  only  state  to  require  employers  to  provide  health  insurance 
to  their  workers.  Its  expansion  of  health  insurance  coverage  through  the 
1974  Prepaid  Health  Car*  Act  (phca)  was  built  on  a  tradition  of 
employer-based  health  benefits.  This  tradition  was  due  partly  to  the  strong 
role  of  labor  unions  in  the  work  force  and  partly  to  Hawaii's  history  of 
plantation  medicine,  when  large  plantations  employed  physicians  to 
provide  free  health  care  to  their  workers.  Hawaii  can  require  employers, 
including  those  that  self-insure,  to  provide  a  minimum  level  of  health  care 
benefits  to  employees  because  it  has  a  limited  exemption  fi-om  the  federal 
Employee  Retirement  Income  Security  Act  of  1974  (erisa).  ekisa  preempts 
state  authority  to  regulate  certain  self-insured  employer  health  plans. 
Hawaii  is  the  only  state  with  this  exemption. 

Under  phca,  employers  and  employees  share  financing  of  premiums  for 
employee  coverage,  with  the  employee  contribution  limited  to  the  lesser  of 
half  the  premium  cost  or  1.5  percent  of  the  employee's  gross  wages.  In 
1991,  a  worker  earning  the  average  aimual  wage  of  $24,128  would  have 
paid  at  most  $30  per  month,  roughly  one-third  of  the  premium  cost  for 
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individual  coverage  under  a  small  business  policy.  Employees  must  elect 
the  insurance  unless  they  have  comparable  coverage  from  another  source.^ 

PHCA  outlines  two  broad  categories  of  benefit  plans  that  employers  may 
provide.  The  first  is  an  extensive  package  of  medical,  hospital,  and 
laboratory  services  that  meets  standards  specified  in  the  law.^  Employers 
offering  such  a  plan  are  not  required  to  contribute  to  the  cost  of  coverage 
for  dependents.  Employers  have  a  second  option  of  providing  a  more 
limited  state-approved  benefits  package,*  but  employers  must  then  pay  at 
least  half  the  cost  of  dependent  coverage.  (See  sqjp.  I  for  a  reproduction  of 
parts  I-V  and  chapter  12,  title  12  of  phca.) 


Goveminent  Programs 
Supplement  Employer 
Mandate 


Individuals  in  Hawaii  without  employer-sponsored  health  insurance  may 
be  eligible  for  either  Medicaid  or  a  state-subsidized  insurance  program. 
Hawaii's  Medicaid  program  generally  accepts  people  with  incomes  up  to 
62.5  percent  of  the  federal  poverty  level,  while  most  states  set  income 
eligibility  at  or  below  50  percent  of  poverty,"  and  the  program  provides 
several  optional  Medicaid  benefits.*  The  State  Health  Insurance  Program 
(SHIP)  was  established  in  1389  to  provide  health  care  coverage  to  the  "gap 
group"  of  low-income  residents  who  are  not  covered  by 
employer-sponsored  health  insurance  and  are  not  eligible  for  Medicaid. 
SHIP  accepts  people  with  incomes  up  to  300  percent  of  the  federal  poverty 
level.  SHIP  members  with  incomes  between  100  and  300  percent  of  poverty 
pay  a  share  of  the  monthly  premium  that  is  determined  using  a  sliding 
scale;  the  state  pays  the  entire  premium  for  members  whose  income  is 
under  100  percent  of  poverty.  Eiu-oUment  in  ship  is  voluntary. 


^Employees  may  also  waive  coverage  for  religious  reasons 

The  benefit  paclcage  is  defined  as  being  equivalent  to  the  most  prevalent  plan  provided  by  the  major 
fee-for.service  insurance  provider  in  the  state,  which  is  Hawaii  Medical  Service  Association 
(HMSA) — the  Blue  Cross  and  Blue  Shield  Plan  of  Hawaii — or  that  provided  by  the  major  health 
maintenance  organization,  which  is  Kaiser  Foundation  Health  Plan,  a  nonprofit  health  maintenance 
organization-  In  December  1992,  HMSA  and  Kaiser  provided  health  insurance  for  about  two-thirds  and 
one-fifth,  respectively,  of  Hawaii's  insured  employees- 

These  plans  must  still  provide  basic  hospital,  medical,  surgical,  and  other  benefits,  but  are  likely  to 
require  higher  copayments  or  deductibles  or  have  preexisting-<»ndition  exclusions  for  a  limited 
period- 


^Hawaii's  poverty  level  is  S16,500  for  a  family  of  four,  for  all  other  s 


\,  except  Alaska,  it  is  (14,350 


The  options  that  Hawaii  provides  include  programs  for  pregnant  women  and  iiUants  whose  family 
income  is  up  to  186  percent  of  the  federal  poverty  level,  and  the  elderly  and  disabled  whose  income 
up  to  100  percent  of  the  federal  poverty  level 
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Hawaii's  average  Medicaid-eligible  population  for  fiscal  year  1993  was 
about  101,000,  about  9  percent  of  the  population.'  Because  of  expanded 
federal  eligibility  for  pregnant  women,  children,  the  elderly,  and  the 
disabled,  and  because  ship  outreach  activities  identified  additional  people 
eligible  for  Medicaid,  about  22,000  enrollees  were  added  to  the  Hawaii 
Medicaid  program  between  1988  and  1992. 

In  December  1992,  ship  covered  about  20,000  residents,  roughly  2  percent 
of  the  population.  For  most  enrollees,  ship  provides  minimal  and  fairly 
restrictive  health  benefits  that  primarily  cover  preventive  care  services 
such  as  well  baby  care,  ship  covers  12  physician  office  visits  per  calendar 
year  and  in  most  cases  limits  hospitalization  coverage  to  5  days.  Vision  and 
dental  services  and  prescription  drugs  are  generally  not  covered.' 

In  July  1993,  Hawaii  received  a  waiver  from  the  U.S.  Department  of  Health 
and  Human  Services  to  conduct  a  5-year  public  health  care  demonstration 
project,  the  Hawaii  Health  quest*  project,  involving  a  part  of  the  Medicaid 
population  and  the  entire  ship  population.'"  quest,  scheduled  to  begin  in 
April  1994,  will  combine  these  populations  under  a  managed  care  delivery 
system  offering  comprehensive  benefits  similar  to  Medicaid  benefits." 

Q  J  We  interviewed  officials  from  four  Hawaii  govenunent 

oCOpe  ana  departments— Health,  Labor  and  Industrial  Relations,  Human  Services, 

Methodology  and  commerce  and  Consumer  Affairs— and  the  state's  two  m^jor  health 

insurers — Hawaii  Medical  Service  Association  (hmsa)  and  Kaiser 
Foundation  Health  Plan.  We  also  interviewed  health  care  experts, 


Percentage  calculated  using  the  July  1992  nonmilitaiy  population. 

"hmsa  and  Kaiser  both  partcipate  in  SHIP.  Kaiser  chose  to  provide  the  full  range  ofbenefitsofa 
federally  qualified  health  maintenance  organization  but  linuts  SHIP  eru-ollment  to  3.500. 


^Quality  care,  ensuring  Universal  access,  encouraging  Efficient  utilization.  Stabilizing  costs,  and 
Transforming  the  way  health  care  is  provided  to  public  clients. 

'OQUEST  will  include  the  SHIP  population  and  the  Medicaid  population  except  those  individuals 
currently  in  the  aged,  blind,  and  disabled-related  Supplemental  Security  Income  (SSI)  programs; 
refugee  cash  and  medical  assistance  programs;  and  medical  payments  for  pensioners  programs. 
Individuals  In  these  categories  will  continue  to  be  eligible  for  and  receive  Medicaid  services  under  the 
current  rules  Under  QL^EST.  the  SHIP  program,  with  the  possible  exception  of  a  small  group,  will  be 
eliminated 

"According  to  state  offiaals,  partiapants  whose  mcomesare  up  to  133  percent  of  the  federal  poverty 
level  will  not  have  to  pay  any  part  of  the  monthly  premiums.  Participants  with  higher  incomes  will  pay 
a  portion  of  the  premium  according  to  a  sbding  scale,  with  exceptions  for  pregnant  women  and  infants 
under  1  year.  There  will  be  no  copayments  for  children. 
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representatives  of  Hawaii's  business  community,'^  health  care  providers, 
and  officials  from  the  U.S.  Bureau  of  the  Census  and  the  U.S.  Department 
of  Labor's  Bureau  of  Labor  Statistics.  We  examined  the  most  recent  data 
available  from  the  state  of  Hawaii,  hmsa,  Kaiser,  the  Bureau  of  the  Census, 
the  Bureau  of  Labor  Statistics,  the  Health  Care  Financing  Administration 
(hcfa),  and  other  sources. 


Highest  Rate  of 
Coverage,  but  Not 
Universal  Care 


Hawaii  has  the  highest  rate  of  health  insurance  coverage  of  any  state  in  the 
nation,  but  it  does  not  have  universal  coverage.  This  widespread  coverage 
is  the  result  of  the  state's  employer  mandate,  the  Medicaid  program,  and 
SHIP  coverage  for  the  gap  group.  Estimates  of  Hawaii's  unii\sured  rate 
range  from  3.75  percent  in  a  1991  survey  by  the  Hawaii  Department  of 
Health,  to  7.0  percent  in  1991,  determined  from  data  from  the  Current 
Population  Survey  (cps).  In  contrast,  14.1  percent  of  the  nation's 
population  was  urunsured  in  1991. 


Insurance  Coverage  Is  Not 
Universal 


Hawaii's  employer  mandate,  even  when  combined  with  public  programs, 
does  not  ensure  that  all  residents  have  health  ii\surance.  The  employer 
mandate  does  not  cover  severjd  categories  of  employees,  including 
part-time  workers — those  working  fewer  than  20  hours  per 
week — government  employees,  the  self-employed,  and  low-wage  earners." 
These  individuals  may  choose  not  to  purchase  health  insurance.  In 
addition,  waiting  or  enrollment  periods"  leave  some  employed  individuals 
temporarily  without  health  insurance  coverage. 

Hawaii's  health  care  system  also  has  gaps  in  insurance  coverage  for  the 
recently  unemployed.  These  individuals  may  be  eligible  to  purchase 


'T1\ese  included  representatives  of  the  Chamber  of  Commerce  of  Hawaii,  Small  Business  Hawaii, 
Hawaii  Employers  Council,  and  Hawaii  Business  Health  Council. 

"Employers  are  not  required  to  provide  health  insurance  coverage  for  workers  whose  monthly 
earnings  are  less  than  86.67  times  the  hourly  minimum  wage;  that  is,  less  than  »466  per  month  in  1993. 
Other  excluded  categories  are  seasonal  agricultural  workers,  insurance  and  real  estate  salespeople 
working  on  commission,  individual  proprietorship  members  in  small  family-run  businesses,  and 
beneficiaries  of  govenunent  assistance  programs. 

'*The  acttloes  not  require  employer-sponsored  insurance  for  newly  hired  employees,  those  employed 
fewer  than  4  consecutive  weeks  With  certain  exceptions,  people  may  enroll  in  SHIP  during  only  one 
week  each  quarter. 
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insurance  through  their  prior  employer  under  federal  statute'^  or  through 
SHIP.  However,  some  unemployed  individuals  elect  not  to  participate 
because  of  the  financial  burden  of  paying  the  premiums  or  because  they 
expect  to  be  re-employed  shortly.  Other  individuals  qualify  for  but  do  not 
take  advantage  of  public  programs.  These  individuals  include  some  recent 
immigrants  and  homeless  people. 

In  addition,  employed  persons'  dependents  who  do  not  qualify  for  public 
programs  may  not  be  included  in  an  employer-sponsored  health  insurance 
plan.'*  A  Deputy  Director  of  the  Hawaii  Department  of  Health  told  us  that 
he  would  like  to  see  phca  modified  to  require  dependent  coverage,  but  the 
limitation  in  the  state's  ERISA  exemption  prevents  the  state  fix>m  doing  so." 


Some  Hawaii  Residents 
Have  Limited  Access  to 
Care 


Despite  having  health  insurance,  some  residents  in  Hawaii  have  difficulty 
obtaining  health  care  services.  Reasons  for  this  access  problem  include  a 
limited  number  of  providers  in  certain  areas  of  the  state  and  a  limited 
willingness  on  the  part  of  private  providers  to  serve  Medicaid  patients. 

Although  Hawaii  has  more  physicians  per  capita  than  the  national 
average,"  state  officials  and  providers  told  us  that  these  physicians  are  not 
adequately  distributed  throughout  the  state, '^  a  problem  shared  with  other 
states  with  rural  populations.  This  problem  is  more  complicated  in  Hawaii, 
however,  because  some  Hawaii  residents  require  expensive  air  transport 

"For  Arms  with  20  or  more  employees,  the  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1986 
(COBRA)  (PL  99-272)  requires  that  employers  offering  health  insurance  benefits  provide  former 
participants  and  beneficiaries  with  an  opportuiuty  to  elect  continued  coverage  when  ihey  would 
otherwise  lose  such  coverage  because  of  "qualifyiiig  events"  such  as  death,  divorce.  t«rminanon  of 
employment,  or  reduced  hours  The  continuation  period  varies  fttim  18  to  36  months,  dependmg  on  the 
event  The  employee  may  be  required  to  pay  for  the  premium,  which  may  be  no  higher  than 
102  percent  of  the  group  rate- 

"We  could  not  obtain  specific  figures  on  the  ntimber  of  dependents  without  this  coverage.  Kaiser 
estimated  that  roughly  two-thirds  of  its  groups  pay  all  or  part  of  dependent  coverage  for  their 
employees  and  HMSA  told  us  that  almost  half  of  its  group  plan  members,  excluding  state  and  federal 
groups,  are  dependents.  In  addition,  a  1992  survey  of  236  Hawaii  businesses  by  the  Hawaii  Employers 
Council  reported  that  about  three-fourths  of  these  businesses  pay  at  least  some  portion  of  full-time 
employees'  dependents'  health  insurance  prentiums.  Preliminary  results  from  a  Kaiser  Family 
Fount^tion  survey  of  small  businesses  indicate  that  dependents  of  full-lime  employees  were  eligible 
for  insurance  coverage  at  slightly  more  than  half  of  the  snwll  businesses  siirveyed. 

"Hawaii's  ERISA  exemption  applies  only  to  PHCA  as  it  was  enacted  in  1974.  thus  precluding  Hawalj 
firom  substantively  amending  It 

"In  1991.  Hawaii  had  17.9doctotsofmedlclne  and  doctors  of  osteopathy  per  10.000  resident 
population,  compared  to  the  U.S.  average  of  16.7  per  10,000. 


'^e  federal  government  has  recogiuaed  seven  areas  on  five  of  the  state's 
shortage  of  pnitiary  health  care  professionals. 


(  mt^or  islands  as  having  a 
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to  another  island  to  receive  necessaiy  care.^  For  example,  residents  of 
Molokai  and  Lanai  must  travel  to  another  island  for  kidney  dialysis. 
Comprehensive  trauma  facilities  are  also  unavailable  on  these  islands. 

Residents  covered  by  Medicaid  face  limited  access  to  care  in  some  areas, 
even  though  providers  are  located  in  the  vicinity.  Officials  from  health 
care  provider  associations  told  us  that  private  providers  generally  limit  the 
number  of  Medicaid  patients  they  serve  because  of  Medicaid's  low 
reimbursement  rates.  State  ofBcials  said  that  they  hope  the  new  Hawaii 
Health  quest  project  will  improve  this  population's  access  to  care  by 
increasing  the  compensation  for  providing  care  and  improving  the 
availability  of  care  on  all  the  islands.  Under  quest,  the  state  will  contract 
with  managed  care  health  plans  to  provide  a  full  complement  of  health 
care  services  to  quest  enrollees  in  all  geographic  areas. 

People  who  cannot  obtain  care  from  private  providers  may  receive  care 
from  community  health  centers.^'  These  state  and  federally  supported 
nonprofit  centers  are  designed  to  provide  direct  services  to  hard-to-reach 
populations,  such  as  the  homeless,  and  those  without  the  ability  to  pay. 
The  preliminary  results  of  a  state  survey  of  uninsured  seeking  care  from 
the  centers  reported  that  about  20  percent  came  to  the  centers  because 
they  did  not  have  health  insurance  and  about  24  percent  came  to  the 
centers  because  of  their  low  costs.  Primary  care  centers  also  provide  some 
services,  such  as  language  capabilities  and  outreach  to  the  homeless,  that 
are  generally  not  available  from  private  providers.^ 

Representatives  of  community  health  centers  are  concerned  that  the  new 
QUEST  project  could  have  a  negative  Impact  on  the  centers'  ability  to 
provide  needed  services  to  their  clients.  These  centers  generally  serve 
people  living  in  the  community  and  are  run  by  community-based  boards  of 
directors.  The  representatives  are  concerned  that  in  the  event  the 
community  health  centers  participate  as  subcontractors  of  large  managed 
care  plans  under  quest^  the  centers  will  lose  some  of  the  local  control 
that  allows  them  to  adapt  their  services  to  the  unique  cultural  and 

In  emergency  cases,  Medicaid  will  pay  for  air  Dansporotion  for  Medicaid  patients. 

"State  hospitals  are  also  part  of  this  safety  net  They  are  required  Co  accept  all  patients  regardless  of 
their  level  of  insurance  coverage. 

"^The  state  will  require  managed  care  plans  under  the  Hawaii  Health  QUEST  project  to  contract  with 
federally  qualified  health  centers  unless  the  plan  can  demonstrate  that  it  has  both  adequate  capacity 
and  an  appropriate  range  of  services  for  vulnerable  populations. 

^Center  representatives  said  that  they  would  like  to  bid  directly  for  QUEST  as  administrators  of  one  or 
more  managed  care  plans,  but  cited  financial  and  geographic  coverage  requirements  as  possible 
barriers  to  health  centers  admiiustering  primary  managed  care  plans- 
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demographic  characteristics  of  the  communities  they  serve.  In  addition, 
the  representatives  are  concerned  about  the  centers'  financial  viability 
under  quest. 

Center  representatives  believe  that  some  of  these  problems  would  be 
alleviated  if  an  individual  or  a  group  of  community  health  centers  could 
successfully  bid  to  become  a  quest  managed  care  plan  administrator. 
However,  they  believe  quest  performance-bond  and  geographic-coverage 
requirements  are  significant  barriers  to  successful  center  bids.^* 


Overall  Costs  Parallel 
National  Trend  but 
Premiums  Are  Lower 


The  cost  experience  in  Hawaii  is  seemingly  anomalous  because,  while  per 
capita  health  care  costs  are  similar  in  Hawaii  and  the  nation,  insurance 
premiums  are  lower  in  Hawaii,  phca  was  intended  to  expand  access  to 
coverage,  but  it  did  not  include  explicit  efforts  to  control  health  care 
costs." 


Per  caftita  expenditures  in  Hawaii  have  been  very  similar  to  the  national 
average  since  1974,  and  both  have  increased  more  r^idly  than  the  overall 
rate  of  inflation.  The  same  factors  in  the  health  care  economy  have 
influenced  this  trend  in  Hawaii  and  the  rest  of  the  nation.  At  the  same 
time,  however,  health  insurance  premiums  are  generally  lower  in  Hawaii 
than  in  the  nation  as  a  whole  and  have  risen  at  a  slightly  slower  rate  than 
nationally. 


Hawaii  Per  Capita 
Expenditures  Track 
National  Average 


Hawaii's  per  c^ita  health  care  expenditures  continue  to  be  similar  to 
national  levels.  We  reported  earlier  that  Hawaii's  per  capita  health  care 
expenditures  fiwm  1974  to  1982  tracked  the  national  average  at  the  same 
time  the  state  widened  access  to  coverage  through  its  employer  mandate.* 
Similarly,  from  1980  to  1991,  Hawaii's  per  capita  expenditures  for 
hospitals,  physicians,  and  prescription  drugs  tracked  the  national  average 


'The  quest  request  for  proposals  requires  successful  bidders  to  obtain  a  $1  million  performance 
bond  for  the  state  to  hold  as  security  against  the  proper  performance  of  the  contract  The  bond  will  be 
adjusted  according  to  the  number  of  recipients  ertroUed.  After  adjustment,  the  bond  must  be  sufficient 
to  cover  approximalely  2  months  of  capitated  payments  A  center  representaijve  estimated  ti\ai  this 
would  require  a  12  million  to  i3  million  bond  Regarding  geographic  coverage,  successful  bidders  must 
accept  recipients  from  all  geographic  areas  on  a  particular  island,  except  on  the  island  of  Hawaii, 
which  due  to  its  size  is  divided  into  two  geographic  regions. 

■"Hawaii,  however,  does  have  certiflcate-of-need  requirements  for  hospital  construction;  changes  in 
service  and  maUor  capital  equipment  purchases,  such  as  magnetic  resonance  imaging  machines. 

"Access  to  Health  Care:  States  Respond  to  Growing  Crisis  (GAO/HRI>«2-70,  June  16, 1992). 
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(see  fig.  1).  Between  1980  and  1991,  those  expenditures  increased  at  an 
average  annual  rate  of  9.8  percent  in  Hawaii  and  9.4  percent  in  the  nation. 


Rgure  1 :  Hawaii  and  U.S.  Per  Capita  Expenditure*  for  Hospitals,  Pliysicians,  and  Prescription  Drugs  ( 1 980-9 1 ) 

2000      Dollm 


1«aO  1M1  1M2  ia«3  ItM  IMS  KM  1MT  1M«  1M«  1M0  1991 

Caltndar  Yxr 


CD 


Source:  HeaRh  Care  Financing  Administration 


Same  Factors  Drive  Up 
Health  Care  Costs  in 
Hawaii  and  the  United 
States 


In  both  Hawaii  and  the  nation  as  a  whole,  health  care  costs  have  been 
rising  more  n^>idly  than  the  average  rate  of  inflation  for  other  goods  and 
services  (see  flg.  2)."  State  officials,  insurers,  and  health  care  providers 
told  us  that  Hawaii  is  not  immune  to  the  factors  that  have  driven  up  health 
care  costs  nationally.  These  officials  said  that  administrative  costs  are  high 
and  rising;  wages  for  health  care  professionals,  particularly  nurses  and 


'^ngure  2  uses  the  rate  :)f  Inflation  for  Honolulu  because  statewide  data  are  not  available.  The 
Honolulu  data  are  representative  of  Hawaii's  experience  because  75  percent  of  Hawaii's  populatioi 
resides  there- 
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some  technical  specialists,  have  risen  significantly  in  recent  years;  and 
medical  equipment  costs  are  rising  due  to  advances  in  technology.^' 


Figure  2:  Consumer  Price  Index  (CPI)  Medical  Care  Component  for  Honolulu  and  the  United  States  Compared  to  Overall 

CPI  (1975-93) 


4S0      Indn  (1«7S  •  100) 


.^^ 


^^^    CPI  Medical  Cafe  Component,  Honolulu 
^^    CPI  Medical  Care  Component.  US 
Overall  US  CPI 


Note:  The  1993  data  are  based  or  the  first  6  months  ot  the  year 

With  75  percent  of  Hawaii's  population.  Honolulu  is  representative  of  the  entire  state. 


Cost  of  Medicaid  Program 
Has  Escalated 


The  cost  of  Hawaii's  Medicaid  program  has  increased  significantly  in  the 
past  few  years.  During  this  period,  Medicaid  expenditures  nationwide  also 
rose  dramatically  (see  table  1).^ 


^'We  reported  on  the  roles  of  technological  advances  and  administrative  costs  in  the  growth  of  hospital 
costs  nationwide  in  Hospital  Costs:  Adoption  of  Technologies  Drives  Cost  Growth  (GAO/HRI>-92-120. 
Sept  9. 1992). 

^Nationwide,  Medicaid  enrollment  increased  by  2.7  million  benefiaaiies  from  fiscal  year  1990  to  fiscal 
year  1991;  the  largest  single-year  increase  in  the  program  since  the  mid-1970s. 
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Table  1:  Growth  in  Hawaii  and  U.S. 
IMedicald  Expenditures 


Fiscal  year 

^" 

1990               1991 

1992 

Hawaii 

17%                10% 

32% 

US 

18%                27% 

30% 

Source:  Hawaii  Stale  Department  of  Human  Resources.  Health  Care  Financing  Administration 
(HCFA), 


In  fiscal  year  1992,  Hawaii  experienced  a  shortfall  in  its  Medicaid  budget, 
requiring  the  state  legislature  to  appropriate  an  additional  $64  million  to 
cover  costs.  Most  of  the  upsurge  in  Hawaii's  Medicaid  costs  occurred 
because  of  increased  eru-oUment  prompted  by  expanded  federal  program 
eligibility,  Hawaii's  recent  economic  downturn,  and  the  ship  outreach 
program,  which  eiu-olled  additional  eligible  people  in  the  Medicaid 
program.  The  cost  per  Medicaid  beneficiary  also  increased;  ft'om  fiscal 
year  1989  to  fiscal  year  1991,  Hawaii's  average  cost  per  recipient  rose 
between  7  and  9  percent  each  year,™  primarily  due  to  the  escalating  cost 
of  health  care.  (See  app.  II  for  additional  information  on  the  costs  of 
Hawaii's  Medicaid  program.) 


Health  Insurance 
Premiums  Lower  in  Hawaii 


Health  insurance  premiums  are  lower  and  have  been  rising  less  rapidly  in 
Hawaii  than  in  the  nation  as  a  whole  (see  fig.  3).  In  1991,  aimual  premiums 
for  three  of  the  most  prevalent  health  plans  in  Hawaii — one  large-business 
plan  and  two  small-business  plans — were  lower  than  the  U.S.  average  cost 
of  $1,604  for  comparable  coverage  by  $358  to  $396  (see  fig.  4).  Because  the 
figure  for  the  national  average  includes  costs  for  both  large  and  small 
companies — and  premiums  for  large  companies  typically  cost  less  than 
those  for  small  companies — the  lower  cost  for  the  two  Hawaii 
small-business  plans  is  especially  notable.  Moreover,  insurance  officials  in 
Hawaii  told  us  that  premiums  for  small  businesses  in  Hawaii  are  not  much 
different  trom  those  for  large  businesses. 


'°Frocn  1968  to  1991,  nationwide  Medicaid  expenditures  per  capita  grew  at  an  average  annual  rate  of 
12.3  percent 
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Figure  3:  Average  Annual  Increases  in 
Kaiser  Hawaii  and  HMSA  Premiums 
Compared  to  the  United  States 

(1984-92) 


1 5.0      Avtragt  Annuil  PtrnnUgt  Chang* 


Nole;  Data  for  Hawaii  are  based  on  annjalized  changes  for  single  coverage  plans  for  1984-92. 

Sources:  Kaiser  Foundation  of  Hawaii.  HMSA.  ana  Foster  Higglns  Health  Care  Benefits  Survey  for 
1984-92. 
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Figure  4:  Annual  Medical  Plan  Costs 
(or  Single  Coverage  In  Hawaii 
Compared  to  the  United  States  In  1991 


Source.  Kaiser  Foundation  of  Hawaii,  HMSA.  and  1991  Wyatt  COMPARE  Data  Base 


Several  factors  may  contribute  to  Hawaii's  lower  premium  costs.  One  is 
the  reduced  amount  of  cost  shifting  in  Hawaii.  In  general,  health  care 
providers  pass  on  the  cost  of  providing  uncompensated  care  to  patients 
with  private  insurance  coverage.  Because  relatively  few  Hawaii  residents 
are  uninsured,  the  need  for  people  with  insurance  to  cover  such  extra 
costs  is  minimized.  As  a  result  of  the  state's  requirement  that  all  eligible 
employees  accept  health  insiuance,  healthy  people  cannot  opt  out  of  the 
system.  Total  health  care  costs,  therefore,  are  spread  over  wider  risk  pools 
that  include  both  healthy  and  less  healthy  people.  An  additiorud  factor  that 
lowers  costs  for  many  small  businesses  is  the  m^or  ii^urers'  use  of 
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modified  community  rating  for  small  businesses.^^  (See  ^p.  HI  for  detailed 
information  on  health  insurance  premiums  in  Hawaii.) 


Small  Businesses 
Report  Little  Adverse 
Impact  From 
Employer  Mandate 


Most  small  businesses  in  Hawaii  expressed  general  satisfaction  with  the 
Hawaii  health  insurance  system,  but  they  regard  the  mandatory  provision 
of  insurance  as  a  burden.  We  found  no  evidence  that  the  employer 
mandate  resulted  in  large  disruptions  in  Hawaii's  small  business  sector.^ 

Preliminary  results  from  a  Lx)uis  Harris  and  Associates,  Inc.  survey  of 
small  businesses^  in  Hawaii  conducted  for  the  Kaiser  Family  Foundation^ 
found  that  taxes  and  health  insurance  are  viewed  as  the  top  two  problems 
facing  small  business.  Fifty-six  percent  of  small  businesses  that  were 
surveyed  considered  the  cost  of  health  insurance  to  be  a  m^or 
problem — more  than  any  other  government  requirement.^  However,  more 
small  businesses  in  Hawaii  considered  the  inflation  of  their  health  care 
costs  to  be  under  control  (54  percent)  rather  than  out  of  control  (41 
percent).^  This  is  a  more  favorable  view  than  the  view  of  small  businesses 
in  the  rest  of  the  country,  62  percent  of  which  characterized  the  inflation 
of  their  health  care  costs  as  somewhat  or  totally  out  of  control. 


"When  insurers  use  community  rating,  they  base  premiums  on  the  anticipated  health  care  utili2atlon 
of  all  subscribere  in  a  particular  geographic  area  or  other  broad  grouping.  This  contrasts  with  the  more 
common  practice  of  experience  rating,  in  which  insurers  base  premium  rales  on  the  medical 
experience  of  each  insured  group.  The  mjyor  fee-for-service  insurer  in  Hawaii  uses  a  system  of 
modified  community  ratmg  for  businesses  with  fewer  than  100  employees.  Small  businesses  are  placed 
in  one  large  risk  pool,  but  their  prenuums  may  be  adjusted  up  or  down  by  up  to  20  percent,  depending 
on  their  utilization-  For  large  businesses,  however,  Hawaii's  m^or  insurers  determine  rates  from  a 
company's  experience.  This  results  in  a  wider  range  of  insurance  premiums  for  large  companies,  with 
some  large  businesses  paying  higher  premiunxs  than  small  ones. 

^State  officials  point  to  the  limited  use  of  a  State  Premium  Supplementation  Fund  as  evidence  that 
Hawaii's  employer  mandate  has  not  overburdened  small  businesses  PHCA  established  the  fimd  to 
subsidize  employers  with  fewer  than  eight  employees,  and  to  pay  health  care  benefits  for  employees  of 
bankrupt  or  noncompliant  employers.  Smce  July  1975,  the  state  has  paid  less  than  1110.000  fiiMn  this 
fund.  However,  business  leaders  told  us  that  few  businesses  knew  of  the  existence  of  the  fund  until 
recently,  and  state  officials  said  that  the  limitations  on  the  use  of  the  fund  are  very  restrictive. 
Consequently,  the  use  of  the  fund  may  not  be  a  good  indicator  of  the  effect  of  the  mandate  on  small 
businesses. 

''These  were  businesses  with  1 00  or  fewer  employees;  firms  of  this  size  employ  over  half  of  the  state's 
work  force. 

'•Kaiser/Harris  Survey  of  Small  Business  Owners  in  Hawaii.  1993  (preUminary  findings). 

"Other  requirements  mclude  worker's  compensation,  unemployment  compensation,  and  occupational 
safety  and  health  requirements. 

'•Forty-six  percent  of  the  companies  surveyed  in  Hawaii  considered  health  care  cost  inflation  to  be 
somewhat  under  control  and  8  percent  considered  these  costs  to  be  completely  under  control. 
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Businesses  Dislike  System 
Inflexibility 


Business  leaders  we  interviewed  had  two  complaints  related  to  the 
inflexibility  of  the  health  insurance  mandate.  First,  they  were  unhappy 
about  the  current  cap  on  required  employee  contributions.  Because  the 
level  of  the  cap  is  1.5  percent  of  gross  pay,  employers  pay  most  of  the 
health  insurance  premiums.  Some  employers  opt  to  pay  the  entire 
premium.  Second,  since  the  passage  of  the  1974  act,  five  new  mandated 
benefits  have  been  included  in  the  state  insurance  code,'''  and  businesses 
are  concerned  about  what  they  regard  as  an  escalating  trend  of  new 
mandated  benefits. 


Business  leaders  we  interviewed  disliked  the  inflexibility  of  the  mandated 
benefits — ^they  would  prefer  to  tailor  health  benefits  to  the  needs  of  their 
particular  employees.  For  example,  employers  cannot  delete  a  mandated 
benefit,  such  as  well-baby  care,  that  may  not  suit  their  employees,  in  order 
to  provide  additional  benefits,  such  as  dental  care. 


Insurance  Mandate  Has 
Little  Effect  on 
Employment  Practices 


Policymakers  and  business  representatives  often  express  concerns  about 
the  effect  of  an  employer  mandate  on  employment  practices,  including 
possible  reliance  on  part-time  workers,  overall  employment  levels,  and 
effects  on  salary  and  other  benefits.  Because  mandatory  insurance  is 
required  only  for  employees  who  work  at  least  20  hours  a  week,  Hawaii's 
mandate  could  cause  firms  to  hire  more  part-time  workers.  Three  of  10 
businesses  questioned  by  the  Louis  Harris  survey  reported  that  in  the  past 
2  years  they  have  hired  people  for  fewer  than  20  hours  a  week  primarily  to 
avoid  the  cost  of  providing  health  insurance.  However,  business  leaders 
told  us  that  hiring  part-time  workers  causes  additional  administrative 
burdens  and,  therefore,  has  not  become  a  prevalent  practice  in  most    . 
industries.  The  Bureau  of  Labor  Statistics  reports  that  the  percentage  of 
part-time  workers  in  Hawaii  (which  it  defines  as  those  working  fewer  than 
35  hours  per  week)  has  been  lower  than  or  comparable  to  the  average  for 
the  rest  of  the  country  over  the  past  several  years.  In  1992,  18.2  percent  of 
Hawaii's  work  force  was  employed  part-time,  compared  to  19.2  percent 
nationwide.'* 


More  than  three-fourths  of  small  businesses  surveyed  by  Louis  Harris 
reported  that  the  mandate  has  had  little  to  no  effect  on  employment  levels, 

,  in  \itrci  fertilization,  ittanurtogram  screeitings,  mental  health  and 
A'bom  adoptee  co\-erage- 

*Becaus€  neither  the  State  of  Hawaii  nor  federal  agenaes  report  data  on  the  percentage  of  workers 
who  are  employed  fewer  than  20  hours  per  week,  data  were  not  readily  available  to  independently 
detenmne  if  a  change  in  the  percentage  of  workers  employed  fewer  than  20  hoiirs  a  week  has  occurred 
since  PHCA  took  effect 
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salaries,  or  other  benefits.  Nonetheless,  about  one-fifth  of  small  businesses 
said  that  they  hired  workers  who  already  had  insurance  through  a  spouse 
or  another  employer,  in  order  to  avoid  the  cost  of  insuring  that  worker. 
Many  economists  have  argued  that  mandated  employer-based  benefits  do 
cause  a  change  in  wage  structures:  a  higher  portion  of  worker 
compensation  will  be  in  the  form  of  benefits  and  a  smaller  portion  in  the 
form  of  take-home  wages.^  Average  wages  in  Hawaii  are  below  the 
national  average,  but  whether  this  is  attributable  to  the  health  care 
mandate  or  to  other  variables  is  not  known.  (See  app.  IV  for  additional 
information  on  economic  trends  in  Hawaii.) 

Business  leaders  we  interviewed  said  that  because  of  Hawaii's  low 
unemployment  rate — below  5  percent  in  July  1993 — employers  would 
offer  health  insurance  without  the  employer  mai\date  to  compete  for 
qualified  workers.  Indeed,  when  the  employer  mandate  took  effect,  neither 
HMSA  nor  Kaiser  experienced  unusually  large  enrollment  increases, 
according  to  hmsa  and  Kaiser  officials.  However,  the  business  leaders 
acknowledged  that  the  mandate  may  be  preventing  some  employers  fi'om 
dropping  health  insurance  coverage,  particularly  during  economic 
downturns. 


Providers  Generally 
Satisfied 


Health  care  providers  we  interviewed  were  generally  satisfied  with 
Hawaii's  health  care  system  because  the  widespread  insurance  coverage 
has  decreased  the  amount  of  uncompensated  medical  care.  However, 
providers  were  concerned  about  the  effect  of  low  compensation  fi-om 
public  programs,  such  as  Medicaid,  which  results  in  their  shiftittg  costs  to 
patients  with  private  insurance.  The  president  of  one  provider  association 
said  that  he  is  hopeful  that  the  new  Hawaii  Health  quest  project  will 
address  this  problem  but  was  cautious  about  expecting  the  problem  to  be 
solved. 


Implications  for 
Health  Care  Reform 


Hawaii's  experience  offers  three  lessons^ 

Hawaii's  experience  indicates  that  an  employer  mandate  by  itself  will  not 
necessarily  result  in  universal  access  to  health  care.  Other  publicly 
sponsored  programs  are  necessary  to  reach  residents  who  are  not  able  to 


"Victor  R.  Pucha,  'National  Health  Insurance  RevMled,'  National  Bureau  of  Economic  Research 
Working  Paper  03884  (1S9I);  Lawrence  H.  Sununera.  "What  Can  Economics  Contribute  to  Social 
Policy?  Some  Simple  Economics  of  Mandated  Benefits,'  AEA  Papera  and  Proceedinga,  Vol  79,  No.  2 
(198S),  pp.  177-183;  and  Economic  Impacaiions  of  RjaJngHallh  Care  Coals.  CongrCTiional  Budget 
Office  (1992),  pp.  34<». 
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obtain  health  insurance  at  work  or  who  are  unemployed.  Even  if  everyone 
has  insurance,  special  programs  may  be  necessary  to  assure  that  all 
residents  have  ade<iuate  access  to  health  services. 
Hawaii's  system  of  near-universal  access  has  resulted  in  lower  health 
ii«urance  premiums,  particularly  for  small  businesses.  However,  Hawaii's 
PHCA  did  not  have  expUcit  cost-control  provisions,  and  Hawaii's  health  care 
costs  have  risen  at  a  rate  similar  to  the  national  average. 
In  Hawaii,  the  one  state  with  an  employer  mandate,  the  mandate  has  not 
created  large  dislocations  in  the  small  business  sector.  However,  factors 
tmique  to  Hawaii  may  have  contributed  to  this  outcome.  For  example, 
Hawaii's  tradition  of  employer-provided  benefits  means  that  Hawaii  may 
have  started  with  a  higher  percentage  of  insured  individuals  than  the 
United  States  has  now.  Additionally,  at  the  time  Hawaii  introduced  its 
employer  mandate,  the  cost  of  providing  health  insurance  was 
significantly  lower  than  it  is  today. 


We  discussed  the  results  of  this  review  with  officials  in  the  Hawaii 
Departments  of  Human  Services  and  Health,  as  weU  as  officials  fl-om  the 
m^jor  insurers  and  representatives  of  primary  care  centers.  They  generally 
agreed  with  the  information  presented.  We  have  incorporated  their 
comments  where  appropriate.  Additionally  we  sent  a  draft  of  this  report  to 
the  Director  of  the  Hawaii  Department  of  Health  for  review;  however,  we 
did  not  receive  any  further  comments. 

We  carried  out  our  work  from  July  to  November  1993  in  accordance  with 
generally  accepted  government  auditing  standards. 
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As  agreed  with  your  office,  unless  you  publicly  announce  its  content 
earlier,  we  plan  no  further  distribution  of  this  report  until  30  days  after  its 
issue  date.  At  that  time,  we  will  send  copies  of  this  report  to  the  Director, 
Office  of  Management  and  Budget,  and  interested  congressional 
committees.  We  will  also  make  copies  available  to  others  on  request 
Please  call  me  on  (202)  512-7119  if  you  or  your  staff  have  any  questions 
about  this  report  MajoT  contributors  are  listed  in  appendix  VI. 


Sincerely  yours, 


^^^^^:^/>::^^^L^ 


Mark  V.  Nadel 

Associate  Director,  National 
and  Public  Health  Issues 
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PREPAID  HEALTH  CARE  ACT 

PART  L  SHORT  TTTLE:  PURPOSE:  DEHNniONS 

P93-1  SIkhi  tMe.  This  chapter  thifl  be  known  u  the  Hawui  Prepaid  Health  Cm  Act 
[L  1974.  c  210.  pi  of  (1] 

$393-2  Fbidlnci  and  pwpoae.  Tbe  cost  of  medical  care  m  cue  o(  sudden  need  may 
consume  all  or  an  eicessive  pan  of  a  peraon's  resources.  Prepaid  health  care  plans  offer  i  ceruio 
measure  of  procectJoo  against  nicb  emergencies.  It  is  the  purpose  of  this  chapter  in  view  of  the 
spiraliat  cost  of  comprehensive  medical  care  lo  provide  this  type  of  protection  for  tbecmployecs  io 
this  Slate.  Attboufh  a  tafge  segment  of  the  labor  force  in  the  Stale  already  enjoys  coverage  of  this 
type  either  by  virtue  of  ccdtective  bargaining  agree  meots.  employer -sponsored  plans,  or  individual 
initialive.  there  is  a  need  to  eitend  that  protection  to  workers  who  al  present  do  not  possess  any  or 
possess  only  iitadequatc  prepayment  coverage 

Thts  chapter  shall  ooi  be  coiBtrued  to  diminish  any  protection  already  provided  pursuant  to 
collective  bargaining  agreements  or  employer-spoosored  pbns  thai  is  more  hvorable  to  the 
employees  benefited  thereby  than  the  protection  provided  by  this  chapter  or  at  least  equivalent 
thereto,  provided  that  presendy  existing  collective  bargaining  agreements  shall  not  be  affected  by 
tbe  provisions  of  this  section.  [L  1974.  c  210.  pt  of  (1;  ini  L  1978.  c  199.  pi  of  (1) 
NOTE  The  1978  amendmeni  takes  effect  on  January  I.  1978.  L  1978.  c  199.  §5 

AneodaMal  Nou 
L  1978  added  proyiso  ai  end  of  second  paragraph. 

{393-3  DefinHkma  geiwraUy.  As  used  in  this  chapter,  unless  the  context  clearly  requires 
otherwise: 

( I  >  "Departmenr  means  the  department  of  labor  and  industrial  relaiioos. 

(2)  "Director"  means  the  director  of  labor  and  industrial  retaboits. 

(3)  "Employer"  means  any  individual  or  type  of  organtnuon,  including  any  partnership, 
assooalion,  trust,  estate,  joint  stock  company,  insurance  company,  or  corporation,  whether 
dooKSiic  or  foreign,  a  debtor  in  possession  or  receiver  or  uustee  in  bankruptcy,  oi  the  legal 
represenutive  of  a  deceased  person,  who  has  one  or  more  regular  employees  in  his  employment. 
"Employer"  does  not  include: 

<A)  The  Sutc.  any  of  its  pohtical  subdivisions,  or  any  instrumenuUiy  of  the  Suie  or  its 
political  subdivisions; 

(B)  Tbe  United  Stales  government  or  any  instrumentality  of  the  United  Sutes. 

(C)  Any  otha  slate  or  political  subdivision  thereof  or  instrumenuUty  of  such  stau  or 
pt^tical  subdi  vision; 

( D)  Any  foreign  govemmeat  or  ioMr  umentalily  wholly  ovnied  by  a  fore^n  govemmeni.  if 
(i)  the  service  performed  in  its  employ  ii  of  a  character  similar  lo  that  performed  m  foreign 
ooimthes  by  emfdoyees  of  the  United  Siaies  government  or  of  an  insmimenuhiy  UmfcoC  and  (ii) 
the  United  States  Secretary  of  Sate  has  certified  or  certifies  to  Ihc  United  Sutes  Secretary  of  Ibe 
Treasury  thai  the  foreign  government,  with  respect  to  whose  instrumcMabty  exemption  is  claimed, 
grants  an  equivalent  exemption  with  respea  lo  stnhlar  service  performed  in  the  foreign  country  by 
employees  of  the  United  Suies  govcmaeni  and  of  iostniroentalities  thereof- 

(4)  "Employmenr  means  service,  including  service  in  iniemate  comnterce.  performed  for 
wages  under  any  contract  of  hire,  wntien  or  oral  expressed  or  imf^ied,  with  an  employer,  except  as 
otherwise  provided  in  sectioas  393-4  and  393-3. 

(5)  "Premium"  means  the  amount  payable  to  a  prepaid  health  care  plan  contractor  as 
consideralion  for  his  obligatioiu  under  a  prepaid  beahb  care  plan. 

(6)  "Prepaid  health  care  ptan"  means  any  agreemeni  by  which  any  prepaid  health  care  plan 
conmoor  uaiderukes  in  coosideTaiion  of  a  stipulated  preiniuin: 

(A)  Either  lo  furnish  health  care,  including  bospiializatioB,  surgery,  medical  or  nursing 
care,  drugs  or  other  restorative  appliances,  nbyta  to,  if  ai  all.  only  a  nmiunal  per  service  charge;  or 
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(B)  To  defriy  or  rebnbane.  in  Whole  or  in  put,  cbe  expeno  of  health  care. 
(7)  "Preptid  hesUh  cue  pUn  coairactor"  meaai: 

(A)  Aay  raedicd  group  or  offtoiiuiofl  which  undemkes  under  ■  prepaid  health  care  pUo 
to  provide  health  care;  or 

(B)  Aay  oooprafit  orpniatioa  which  undertakes  under  a  prepaid  health  care  plan  to 
defray  or  reimburse  in  whole  or  in  part  the  expCBses  of  health  care;  or 

(C)  Any  insurer  who  uodertakei  under  a  prepaid  health  care  plan  to  defray  or  reimburse  in 
whole  or  in  part  the  expeaset  of  health  care. 

<8)  "Regular  employee"  meam  t  penoa  employed  in  the  eoiploymeot  of  any  one  employer 
(or  at  leait  twenty  boun  per  week  but  doe»  not  include  a  person  emirioyed  in  seasonal 
emptoyment  "Seasonal  emptoytnent"  for  the  purposes  of  this  paragraph  meam  employment  in  a 
seasooal  pursuit  as  defined  in  socuon  387-1  by  a  teasooal  emptoyer  dunng  i  seasonal  penod  or 
seaioaal  penods  for  the  employer  in  the  aeasoiwl  pursuit  or  employmeni  by  an  employer  engaged 
in  the  cultivating,  harvesting,  processing,  canning,  and  warehousing  of  pineapple  during  its 
seasonal  pcnoda.  The  director  by  rule  and  r^ulatioa  may  determine  the  kind  of  employoKm  that 
coostttules  leaaonal  employmait 

(9)  "Wages"  meam  all  rcmuoeratioa  for  servioes  from  whatever  source,  including 
commissioos,  bonuses,  and  tips  and  gratuities  paid  directly  to  any  indiv^ua]  by  t  customer  of  his 
employer,  and  the  cash  value  of  all  remuneraiion  in  any  mediun  other  than  cash. 

The  director  may  issue  regulaiioos  for  the  reasooabk  determination  of  the  cash  value  of 
remuneration  in  any  medium  other  than  cash 

If  the  employee  does  not  account  to  his  employer  for  the  tips  lod  gratuities  received  artd  is 
engaged  in  an  occupation  m  whwrh  be  cunomarily  and  regularly  receives  more  than  S20  a  mooth  in 
tips,  the  combined  amouot  received  by  him  from  hts  employer  and  tips  shall  be  deemed  to  be  at 
leiu  equal  to  the  wage  required  by  chapter  387  or  a  greater  sum  as  demmined  by  regulation  of  the 
director. 

"Wages" does  not  iodude  the  amoiiMof  any  payment  specified  in  section  383  •!  1  or  392-22 
or  chapter  386,  (L  1974.  c  210.  pt  of  «l;  am  L  1976,  c  78.  |l] 

)393-4  Place  of  pcrformaac*.  "Employment"  includes  an  individual's  entire  servtoe, 
performed  within  or  both  within  and  without  this  Slate  it 

(1)  TTie  service  is  localized  m  this  State;  or 

(2)  The  service  it  not  localixed  in  any  state  but  some  of  the  service  is  performed  in  thisSuie 
•ad 

(A)  the  individual's  base  of  operation,  or,  if  there  is  no  base  of  operation,  the  pUce  from 
which  such  service  is  diieded  or  coatroUed,  is  in  the  Suie;  or 

(B)  the  individiMl't  base  of  opcralioa  or  place  from  which  the  aervioe  is  directed  or 
oontroUed  is  not  in  any  sute  in  which  some  part  of  the  service  is  performed  but  the  mdivuluars 
residence  is  in  this  Siaie.  [L  1974.  c  210.  pt  of  (1) 

(993-S  Etdaded  services.  "Employment"  as  defined  m  section  393-3  does  not  include 
the  following  services: 

( 1 )  Service  performed  by  an  individual  in  the  employ  of  an  employer  who,  by  dte  laws  of  the 
United  Statca.  is  respoosibk  for  cure  and  cost  in  oonnectioa  with  such  service. 

(2)  Service  performed  by  an  individual  in  Ihe  employ  of  his  spouse,  ton,  or  daughter,  and 
service  peifonned  by  an  individual  under  the  age  of  twenty-one  in  the  employ  of  bit  bther  or 
mother 

(3)  Service  performed  in  (he  employ  ol  a  voluHary  employee't  beneficiary  association 
prt>vidiag  for  the  paymeiu  of  life,  tick,  accident,  or  other  benefits  to  the  member  of  the  association 
or  thar  dependess  or  their  designated  bcneficaariea,  if 

( A )  ad  miasioo  lo  merabenhip  la  the  association  is  (imi  led  to  individaals  who  arc  offioets  or 
eaployees  of  tbt  Uniied  Stales  goveraawm,  aad 

(  B)  no  part  of  the  net  eansap  of  the  asBodatioa  inmes  (other  Ihaa  throogh  sick  paymeals) 
to  dw  benefits  of  aay  private  diarebolder  or  iadividnal. 
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(4)  Sirvitt  peiforncd  by  in  iadividutl  for  >n  employer  u  in  iMunoce  a|ciil  or  •»  •o 
imuniKC  KiUduw,  if  lU  such  service  pcrfonned  by  Ibe  iodividutl  for  ibe  employer  b  performed  for 
remuoeralioa  solely  by  wiy  of  commissioiL 

(5)  Service  performed  by  u  individual  for  >n  employer  u  i  real  emie  Sllespcnon  or  u  • 
real  olale  broker,  if  all  sucli  service  performed  by  Uk  iodividiul  for  ibe  eroployei  B  performed  for 
rcmuneiation  solely  by  way  of  commiisioa. 

(6)  Service  performed  by  an  individual  wbo,  pursuant  lo  the  Federal  Economic  Opportunity 
Ad  of  1964.  is  not  subject  lo  dK  provisions  of  law  relatin|  lo  Irderal  employment,  indudini 
tmemployment  compensaboo. 

(7)  Domesiic.  which  includes  anendanl  care,  and  day  tare  services  audwnied  by  the 
depanmeni  of  hurMb  services  under  Uk  Social  Security  Act.  as  amended,  performed  by  an 
individual  in  Uie  employ  of  a  redpienl  of  social  service  payments.  (L  1974,  c  310.  pi  of  il ;  am  L 
1978,  c  1 10,  p«  of  K;  L  1987,  c  339.  ^*.  L  1989.  c  217.  |2] 

iHn-i  Principal  and  leeomlary  tatployer  dethied;  cocrtlon,  IMeffcreaee.  tic 
proldbMed.  If  an  individual  is  concurrently  a  rcfular  employee  of  two  or  more  employen  as 
defined  in  Ibis  chsptei.  the  principal  employer  shall  be  the  employer  who  pays  him  the  meat  wages; 
provided  that  if  one  of  the  employers,  who  does  not  pay  the  most  wages,  employs  the  refular 
employee  for  at  least  diiny-6ve  hours  per  wecli.  die  employee  shall  determine  which  of  die 
eropkJven  shall  be  his  principal  employer.  His  other  employers  are  secondary  employers.  An 
employer  so  desifnated  as  the  principal  employer  shall  remain  as  such  principal  employer  for  one 
year  or  until  change  of  employment,  whichever  b  earlier. 

If  an  individual  is  concurrently  a  ictular  employee  of  a  pubUc  entity  which  is  not  an  employer 
as  defined  m  secbon  393-3  and  of  an  employer  as  defined  in  letlion  393-3  the  Utter  shall  be 
deemed  to  be  a  secondary  employer. 

An  employer  who,  directly  or  indirectly,  interfera  vritb  or  coerces  or  attempts  to  coerce  an 
employee  in  makinj  a  determination  under  diis  secboo  tbaD  be  sutjecl  to  die  penally  provKled 
under  subiecboo  393-33<b).  [L  1974.  c  210.  pt  of  Jl:  am  L  1975.  c  51.  Jl) 

(393-7  ItaqdndbeaMlcanbeatllla.  (alApiepaidbeahhcareplanshallqualifyasaplan 
providini  the  mandatory  healdi  care  beoeiits  required  under  Uiis  chapter  if  a  provides  for  bealdi 
care  bcaefils  equal  to,  or  medically  reasonably  sobibluuble  lor.  die  benefiu  provided  by  prepaid 
bcaUh  plans  of  Ibe  sane  type,  ai  specified  in  sechoo  393  <  1 2(a  K  I)  or  ( 2 ).  which  ha  ve  the  lariesi 
numbers  of  subicriben  in  die  Snie.  This  applies  to  the  types  and  quantity  of  benefits  as  well  as  to 
hmitabons  on  reimbunabUily,  indudini  deducDMes,  and  uj  required  arooonis  of  co-insurance 

The  director,  after  advice  by  die  prepaid  bealdi  care  advisory  council,  shall  determine 
wheUier  benefits  provided  in  a  plan,  other  ttian  the  plan  of  die  respective  type  havini  die  lai|esl 
numbers  of  subscribers  in  dx  Suie.  comply  widi  the  standards  specified  in  Uus  subsection. 

(b)  A  prepaid  group  healdi  care  plan  shall  also  qualify  for  die  mandauxy  healdi  care  benefits 
required  under  diis  chapter  if  it  i>  demonstrated  by  die  health  care  plan  conltaclor  olIerin|  such 
coverage  lo  the  sausfacDon  of  Uie  director  after  advice  by  die  prepaid  health  care  advisory  council 
dial  die  plan  provides  for  sound  banc  hospital,  suifical.  medical,  and  odier  healdi  care  benefiB  at  a 
premium  commensurate  with  die  beaeiia  included  takiot  propo  aoxwnl  of  Uk  limiutions, 
co-insorance  features,  and  deducublea  specified  in  such  plan.  Comtft  under  a  pUo  which 
provides  aggregate  tmefits  d>t  arc  more  bmiled  dan  thote  provided  by  plana  qualdyuig  under 
labiectioa  (a)  shall  be  in  compliance  with  sccbon  393- 1 1  osdy  d  the  employer  coauibules  at  least 
half  of  die  cesl  of  Uie  coverage  of  dependents  under  such  plan. 

(c)  Sul^  u>  die  prcvuioos  of  rabaeclioos  (a)  and  (b)  widioiH  limatini  die  devdopmenl  of 
medically  more  desiable  comhinaboDS  and  the  iachaion  of  new  ty^  of  benefiu,  a  prepaid  btalUi 
care  plaa  qialifyu*  aader  Ulis  chapter  shall  include  at  IcasI  dK  fallowing  benefit  lyfcx 

( 1 )  Hernial  benefits: 
(A)  l»-palieatcaiefccaperiodo<atleaj<oocbu»dredtweniyday»ofco^neiBenlineadl 

cakadar  year  covering: 
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(i)  Room  •ccomiaodatxMK 
(ii>  Regular  ud  ipcciaJ  didK 
(iii)  Ocncnl  nnifli  mrhaet, 

in)  UlC(i(<wenliii|c(n<n.M(kiln|ipiie>.ualtauKr«taa.uidsapplia: 
(v)  Draft,  itamtl.  oiyga.  tadkinics.  lad  Uaod  nuiAaioii  Krvioa. 
(B)  Oul-pUKM  die 
(i)  Coveriagueofow-^ttiaMlnipittl; 

(ii)  Fidliws  (aruf|>cil  pioctdutg  m  medKil  are  o(aa  eoerieacy  ud  luteal  game. 
(2)  S<a|ic<l  beacan; 

(A)  Sur|icalKrvKeipcr<6riacdbyelkauedptifsiau,iideKnKaedbyplMtaMetia|lhe 
sundards  of  whicciiom  (t)  and  (b): 

(B)  Afler<ai«  visits  for  a  reasooabk  period 

(C)  AlKHhwinlotisi  scrvKS. 
(31  Medical  beacGlc 

(A)  Neoeaary  hoax,  ollioe.  aad  boa|>lal  visits  by  a  licemed  pkyadaa; 

(B)  lunisive  medical  care  wbile  hospilalued; 

(C)  MedKmi  or  turfical  ccoioltauom  while  (Tonfinerl. 

(4)  Diafnosuc  laboratory  tervicet.  i.<ay  Glaa.  aad  radirMbcfapeaiic  senico,  oeoeaaiy  fcc 
diacnoaiaor  maunetitof  unuiio  or  diseases. 

CI  MaieniitybeiieSu,atleasti(lhcemploytebasbecaoovefedbylbcprefaidhealdicaieplaa 
for  nine  coosccutivc  moollis  prior  to  the  delivety. 
*(6|  Subsiaaoe  abuse  beaefilr 

(Al  Aloaholisaiaiiddni(addiai<iaaieillBcsaaaadtearecei«ebeaeGaatsuck.la-palieat 
aixl  oul-padeai  beoefiB  lor  the  diafaosa  and  ireatineni  of  nibKanct  abase,  iadudiat  bus  ool 
biBited  to  alcoholism  and  drug  addKtioo.  ihall  be  ipeaScaOy  sued  aad  dul  aol  be  leas  ikan  the 
beaefia  for  any  other  illness,  euepi  as  provided  in  ikiisubatclioo.  Medical  iTcauacM  of  tabaaacc 
abuse  shall  not  be  hnuud  or  reduced  by  reslnciitl(  ooverage  u  the  mealal  heaUh  or  psyckiathc 
benefils  of  a  plan.  However,  any  psychiatrK  Krvices  received  u  a  icsuk  <^  the  nealmeol  cf 
subsunce  abuse  may  be  limited  to  (he  psyctiathc  benefits  of  the  plan. 

(B|  Oul-pabesi  benefits  provided  by  a  pbysiaan.  psydaaliisl.  or  psychato|ist.  widioM 
reslnclioo  u  to  plaoe  of  service;  provided  that  heabh  plaia  of  the  type  specified  in  sedioa 
39}-l2(a)  fhaV  retain  for  dK  ooalraaor  the  optioa  at 

(il  Providit*  the  benefits  ia  its  own  ftdlily  and  uaKaiii  its  own  HafL  or 

(ill  Cootradii^  for  the  provistoo  of  these  benefits,  or 

(ill)  Aulho>iiii«  the  paoent  to  utilise  oMside  services  and  delrayiii  or  leimbusing  the 
expenses  at  a  rale  not  to  exceed  thai  for  provisioa  of  services  alilizing  die  health  coiazacsor's  own 
ftcililin  sod  staff 

(C)  DetoxHiciDon  and  acute  care  benefits  ia  hoapilal  or  any  oihcr  puMic  or  private 
treaisneni  (aciliiy.  or  portion  thereof,  providing  icrvicca  cspedaDy  (or  the  detoxificaliosi  <rf 
inioucaled  persons  or  drug  addicts,  wtnch  is  appraptialely  kceased,  certified.  o<  approved  by  dK 
department  of  heaidi  in  accordance  with  the  standards  pieautod  by  the  iosas  ConunMiaa  oa 
Accreditalioa  of  Hoapuab.  In-paoenl  benefiu  for  dsaoaificalsoa  aad  acuae  cara  shall  be  linted  ia 
the  case  of  akohol  abase  to  three  ednisstoas  pet  calendat  year,  not  lo  eioeed  tivea  days  per 
adaissioa.  aad  shall  he  kmiied  in  the  case  ol  oikcs  tahstanca  abaae  u  diree  adaaisaiam  pes 
calendar  year,  not  to  eiceetf  iwealy-oae  dayi  per  silaaBJiin 

(D)  fiepaidheahhflaaashal  aol  he  repaired  10  nahereiaibwsesncnis  for  caietsCTBhed  by 
go  vtmnent  atendei  and  a  vaaaMc  at  no  con  to  a  patient,  or  far  which  no  chatBc  wmM  haw  been 
aiade  if  there  iwere  no  heakh  plaa  coi«rafe. 

(d)  Tlie  prepaid  heabh  care  advisory  cotiactl  ska  he  appointed  by  da  dirccur  and  sha 
iadadeiepteteaiativet  of  iheae<ical  aad  poblsc  health  ptufcaioai.iepseaeataiivas  of  1  Its  amr 
iatetesis,  and  petsorn  ciperieaced  ia  ptepatd  health  care  ptutecttoa.  The  iniiliiiihiii  of  the 
cniniil  shall  not  eaoeed  seven  individualt.  (L  l«74.  c  210,  pi  o(|l:aa  L  I47«.  c  25.  |2] 
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PAST  n.  MANDATORY  COVUtAGE 

P93-11  Covcratc  of  refulw  cntrfoytci  by  group  pripeJd  healtti  can  plaa.  Every 
employtr  wbo  pty«  to  i  rcf  uUr  eraptoyec  monifaly  wafcs  ta  ui  idoudi  of  u  least  86.67  times  the 
minimum  hourly  wife,  specified  m  chapter  367.  u  rouoded  oCTby  rcguluioo  of  the  dircctoc.  ihaO 
provide  coverife  of  such  employee  by  «  prepaid  group  heahb  care  plan  quilifyiBg  under  MCtioo 
393'7  with  t  prepaid  health  care  (riao  coatracior  in  accordance  with  the  provisiom  of  this  chapter. 
[L  I974.c210.pt ofSI] 

P93-12  ClMtec  of  pbn  type  and  of  coatncior.  (a)  Every  emptoycr  required  to  provide 
ooverafc  for  his  employees  by  a  prepaid  froup  health  care  pUn  under  this  chapter  thai)  ekct 
whether  oovcraft  shall  be  provided  by: 

( 1 )  A  piMD  which  oblicaies  the  prepaid  health  care  plao  cootractor  to  fumisb  the  rcqured 
health  care  beoenis;  or 

(2)  A  plan  which  obligates  the  prepaid  health  care  plan  cootractor  to dc6iy  or  reimburse 
the  expenses  of  health  caiv. 

His  electioo  is  bioding  for  one  year. 

(b)  Whether  the  emptoycr  elects  a  plan  type  descnbed  in  subeectioa  (iK  I )  or  in  tubaectioo 
(aX2X  Ibe  employer  may  elect  the  particular  contractor  but  the  employee  shall  not  be  ofcbgaied  to 
contribute  a  greater  amount  to  the  premiuni  than  be  would  have  to  coatiibute  had  the  employer 
elected  ooverage  with  the  contractor  providing  the  prevailing  coverage  of  the  respective  type  in  the 
State. 

Subject  to  the  provision  of  section  393-20,  the  employer  jhall  provide  coverage  with  the 
prepaid  health  care  plan  contractor  selected  pursuant  to  this  subaeoioD  (or  all  bis  employees  in  the 
State  electing  this  type  of  coverage  who  are  covered  by  the  provisioai  of  this  chapter,  except  for 
employees  covered  by  the  health  ore  provisioos  of  an  applicable  collective  bargaining  agreement 
as  provided  in  section  393-t9(b)  first  sentence  [L  1974,  c  210,  pt  ofSO 

S393-13  UafafHty  for  payment  of  premium;  wHhholdinc.  recovery  of  premium.  Unlea 
an  applicable  colleaive  bargaining  agrecmcDi  spedfies  difTerentI y  every  employer  shall  cooiribuie 
at  least  one-half  of  the  premium  for  the  coverage  required  by  this  chapter  and  the  employee  shall 
contribute  the  balance,  provided  thai  m  no  case  shall  the  employee  contribute  more  than  XS  per 
cent  of  his  wages,  and  provided  thai  if  the  amount  of  the  employee's  contributioo  is  les  than 
one-half  of  the  premium,  the  employer  shall  be  bable  for  the  whole  remaining  portion  of  the 
premium. 

The  employer  shill  withhold  the  employee's  share  from  his  wages  with  respect  to  pay  periods 
as  specified  by  the  director 

If  an  employee  separates  from  his  employment  after  his  employer  has  prepaid  the  employee's 
share  of  the  cost  of  providing  health  care  coverage,  the  employer  may  deduct  an  anwont  not  lo 
exceed  ooe-half  of  the  premium  cost  but  without  regard  to  the  1  -3  percent  broitaiion,  from  the  last 
salary  or  wages  due  the  employee,  or  seek  other  approprute  means  to  recover  the  premium 
[L  1974,  c  210.  pt  of  il.  am  L  1976.  c  206.  SI] 

$393-14  CoBmcnccmcnt  of  covtragc  The  employer  shall  provide  the  coverage  required 
by  this  chapter  for  any  regular  employee,  who  has  heen  m  his  employ  (or  four  consecutive  weeks, 
11  the  earliest  time  thereafter  >t  which  coverage  may  be  provided  with  the  prepaid  health  care  plan 
contractor  selected  pursuim  to  this  chipier.  [L  1974,  c  210,  pi  of  }1] 

(393-15  ContlBmtloa  of  coverage  k  caae  of  kiabffity  to  cam  wagca.  If  an  employee  ii 
bospiuliied  or  otherwise  prevented  by  sickness  from  working,  the  employer  shall  enable  the 
employee  to  continue  bis  coverage  by  contributing  to  the  pretnium  the  imounts  paid  by  the 
employer  toward  such  premium  prior  to  the  employee's  sickness  for  the  penod  thai  such  employee 
is  ho^talized  or  prevented  by  sickness  from  working.  This  obligation  shall  not  exceed  a  period  of 
three  months  fc^owing  the  month  during  which  the  employee  became  hospiulized  or  disabled 
from  working,  or  the  penod  for  which  the  employer  has  uoderttken  the  payment  of  his  r^ukr 
wages  io  such  caae,  whichever  is  longer  (L  1974,  c  210,  pi  of  f  1] 
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0*3-l*  LhhUIIJ  o«  mcoaiiy  trnftoytf.  An  employei  wko  hu  been  noofwl  by  u 
einploy«.  10  ihe  (wm  p<e»iV<i  by  Uk  director.  U»l  lie  B  o«  ihe  pnndi»l  employtt  M  dcfiiiJd  ui 
Kcuon  393  -6  dun  bt  reUeved  <rf  tht  dwy  of  pc  ovtdi>»  ibe  cove™|«  rajmred  by  Uw  ctaiptti  laiul 
be  is  iKXilied  by  Ihe  employee  punuMl  to  jeaioe  393-18  am  he  lUB  become  Ihe  priodpel 
einp4oyer  He  ihin  oolify  Uie  direcux,  m  Ihe  focm  pieichbed  by  the  direcur,  Hut  be  a  felie«ed 
from  Ihe  duly  o(  providirj  cover«|e  ot  of  tny  ch«n(e  in  thai  Mini  (L  1974.  c  210  pt  o(  {1] 

^yn■n  Euk^iIim  of  ctmlm  cnplorto.  Ill  In  (dditiaa  to  the  eiemption  ijieciGed  it 
>ecooo393-16.»neitiployerthill  be  relieved  of  hudulyiuidetiecooo  393 -11  wiihrejpeaioioy 
employee  who  hu  noiified  him.  in  the  form  ipecified  by  Ihe  director,  thu  the  employee  u 

(1)  ProlecudbybeillhinsuruceoruyprepwIhetllhorepUneaaMahcdiuderuy 
law  of  the  Uoiled  Suuk 

(2)  Coveted  u  •  dependen  under  •  prepaid  health  care  pUn.  e«ilUn|  him  to  Ihe  health 
benefits  required  by  this  chapter. 

(3)  A  ledpieni  of  public  asmiance  or  covered  by  i  prepaid  health  care  pUa  established 
under  the  laws  of  tlw  State  govenuns  medical  issntinrf. 

(b)  Emptoyen  receivin(  notice  of  •  claim  of  eumpboo  under  tha  secuon  shall  notify  the 
director  of  such  dain  in  the  form  prescribed  by  the  director  (L  1974.  c  210,  pi  of  |l) 

5393-U  TenriMlioo  of  cicapilos.  (a)  If  an  eiempliaa  which  has  been  claimed  by  an 
employee  pursuant  to  Kction  39317  terminates  because  of  any  chanic  in  the  atcumslancei 
entitling  the  employee  to  daim  such  eiemplioo.  the  employee  ihall  promptly  notify  ibe  principal 
employer  of  the  teimi nation  of  Ihe  eiemptioa  and  the  employer  thereupon  shall  provide  coverage 
as  lequired  by  ihis  chapter 

(b)  IfbecauseofichangeinlheemptoynienliitoaliooofanemployeeoriredetenninatioB 
by  an  employee  as  provided  in  lectioo  393 -(.  a  prinapal  employer  becomes  a  secondary  eraplayer 
or  a  secondary  employer  becomes  the  principal  employer,  the  employee  dull  prompdy  notify  the 
employers  affected  of  luch  change  ind  the  new  ptiodpal  employer  shall  ptovule  coverage  as 
required  by  thb  chapter  |L  1974.  c  210.  pi  of  il] 

iM3-l9  Free<lomofColectiveB<riaWo(.  (a)  In  addition  to  the  policy  Hated  in  lectioa 
393-2.  nothing  in  thii  chapter  shall  be  construed  lo  Umit  the  freedom  of  eraployeei  to  haigain 
collectively  for  different  prepaid  health  care  coverage,  if  the  pioieaioo  provided  by  the  negotiated 
plan  is  more  favorable  to  the  employees  beneliled  than  die  pioiectioo  provided  by  this  chapter  oc  at 
least  equivalent  diereto,  or  for  a  different  allocation  of  corn  thereof.  A  coOeoive  baigaining 
agreement  may  provide  that  the  employer  himself  underttkes  to  provide  the  health  care  ipedfitd 
in  the  agreement 

(b)  Ifiheemployetsrenderingparticulartypesofiervicesarenotcoveredbythehealthcare 
provisiani  of  the  applicable  collective  bargaining  agreements  to  which  their  employer  is  a  pany. 
Ibe  provniom  of  this  chapter  ihall  be  applicable  with  respect  to  them.  An  employer  or  group  of 
employers  Shan  be  deemed  to  have  complied  with  dK  provisions  of  dm  chapter  K  they  undeiuke 
to  provide  health  care  services  pursmnt  to  a  collective  bargainiat  agreement  and  Ike  lervicatre 
available  to  sll  other  employees  not  covered  by  luch  agreement.  (L  1974,  c  210,  p(  of  |1: 
smLI97l,cl99,plof»21 

{393-20  AiUustncnl  of  cnvloycr-ipoaaond  plaaa.  Where  employees  subject  to  the 
cove  rage  of  this  chapter  are  included  in  the  coverage  provisiom  of  an  employer -spomoredpeepaid 
health  care  plan  covetii^  similar  employees  employed  outside  Ihe  Suic  and  die  nuyorily  of  such 
employees  are  noliubiecl  to  dui  chapter,  the  benefia  applicable  to  the  emplayees  covered  by  this 
chapter  than  be  adjusted  widda  one  year  after  the  effective  dale  of  this  chapter  so  aa  to  laeel  Ike 
requiiemenn  of  das  chapter  (L  1974.  c  210,  ptofil) 

t3M-2l  UdlTldMl  walwfi;  iMWanl  »IIMii<lll«|*«e  «if  tinllMl  (a)  An  employee 
may  waive  adividutUy  an  of  the  required  heaUfe  care  bearfa  punuaM  u  Ihia  cfctpler  by: 

(1)  Requesting  the  waiver  by  a  writing  •ufeoided  ID  Ihe  eiBfloyer:  tad 

(2)  Receivingapprovaloflkewaiverftanthedireoarapaathedirectoidetcnaiaiagthat 
die  employee  has  other  coverage  under  a  prepaid  healUi  care  plan  which  piovidta  benefilt  tktt 
meet  dw  standards  prcscnbed  m  lecswo  393-7. 
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(b)  The  employe  who  rtmvMfroolM  employee  iwriotaitqoea  roc  iwiivtiuadBlta 
sectior  stall  traimoil  lo  ibe  (Stiaoc  •  cow  o(  ihe  wMvet.  OB  •  fann  pteicribed  by  ttie  aireoct.  Md 
•  copy  cT  the  prep«id  he«Hli  ore  plM  oo  UK  bMB  o«  wlach  *e  ««ivei  ii  itqueiled 

(cl  A  wiivti  uadei  tlm  lectiao  »  bindiiig  bt  oae  yew  i»d  a  itnewible  fcc  nibieqiiem 
ooe-ycai  pehodi  j„„ 

(d)  An  erapkpyei  who.  directly  or  indifealy.  caeices  ot  tocBpa  lo  coeite  ui  employee  u 
mekiiii  •  wtiver  under  Ihii  Kction  ihaD  be  wbject  lo  the  pcMlty  provided  undo  nbieoua 

(el  Aneniploye«in»yooi»reelop«ynit»le>ih«rlo<lkep»emi»mloriuchbe«efiIilhM 
is  required  by  this  cbiptcf. 

<n  Sub|«losecuon393-7(b>,ioemployeei»iycooseiutop«ynfeilershMeolhisw«i» 
ind  10 1  wiihholdirn  of  ucb  sbire  by  the  employer  for  the  purpose  ol  pravidux  prepud  hcthk 
are  beneSti  of  bb  depeademi  under  the  piM  pto«di«|  •«*  beaeSo  far  bimsett  (L  1»7«.  c  JIO. 

plofJl;imLl»76,c8l.5ll 

5393.U  EM«p*).olfo«owef..»eetiil»leKhinp«ebefcli.  This chiptefstoO •« 
•pply  to  eny  individuel  who  pumanl  to  the  letchuip.  fsitb.  or  belief  of  eny  iroiip,  depends  f« 
healir^  upon  pnytr  oc  other  ipintul  metns.  [L  1974.  c  210,  p(  of  <l] 

(393-23  JakriprovWoaofeovente.  Employen  miy  lonn  uwdetioni  tor  the  purpose  o< 
jointly  providini  prepeid  heilth  c»re  pnnectioo  under  this  cheplet  far  their  employees  wilh  Ike 
contrMton  lothonzed  to  provide  luch  covt™»e  in  the  Simte  (L  1974.  c  310.  pe  of  Jl) 

5393-24  NonecaplylBi  emptoye.  held  bbte  far  nnployees  bteWi  an  "^^l 
employer  who  feils  to  piovide  coverMe  u  required  by  this  ch«pier  shell  be  liible  to  P«y  »•  Ihe 
heillh  are  COB  incurred  by  en  ehfible  employee  durinj  the  period  in  which  die  eo^kiyer  iiied  to 

piovide  CDven(e(L  1977,c91.}l) 

PART  IlL  ADMINISTRATION  AND  ENFORCtMENT 

J393-3I  Entommens  by  Ihe  dlietloc.  EiBepl  is  otherwise  provided  in  section  393-7  the 
director  shell  idminisler  end  enforce  this  cheplcr.  The  diiccso  mey  eppoim  such  eiOsaMs  ud 
such  cleiicni.  sienor«pbic  end  other  help  is  nay  be  necnitry  foe  the  proper  idminiwinri  end 
enforcement  of  diis  chspier  subjea  to  iny  civil  service  eel  reUtini  lo  sale  employees.  (L  1974. 
c210.p(oftl| 

4393-32  RnlenmklntKidoJherpowefiolfcedheeloe.  The  director  mey  ndofe,  emend, 
or  repeel.  punueni  lo  chepln  9 1 ,  Mich  ruks  sod  rejuhliOM  M  he  deems  necomry  or  imeriile  fat 
the  proper  edminismtioa  sod  enforcement  of  this  chepser.  

The  director  mey  round  ofl  the  emouna  spedlied  in  this  chnpeet  (or  the  purpcie  d 
diimnelini  peymentt  froen  the  premium  supplementttioo  fund  in  cshcr  then  even  dolUr  emoona 

or  other  pwpoMS.  . 

The  direcsor  nay  prescribe  the  lilini  of  reports  by  prepud  hesllh  cmre  pton  co«i»clots  end 

prescribe  the  form  ind  cooleni  of  request  by  employers  for  premium  soppUmentuion  tad  the 

penod  for  the  payment  thereof  [L  I974.c  210.  p(  of  tl) 

1393-33  Penaltk*  li*inctloa.  (i)  If  tn  employer  (tihlocomply  with  seclioos  393-11, 
393-12  39313.393-15hethtllp.yipeMhyofno«leath»n»25oro<Jlfareachemployeetor 
every  day  dunnj  which  such  (lilurc  coounuev  whichever  sum  is  ireater.  The  penahy  shall  be 
laessed  under  rules  and  retulmoas  promuliated  ponotni  to  chtpcei  9 1  end  ihtB  be  coUeaed  by 
the  director  tnd  paid  mio  the  special  fund  far  premium  Mpplememahon  cslabluhed  by  secuia 
393-41  The  direciot  may.  far  |ood  cause  ihowa,remii  an  or  any  pan  of  the  penahy. 

(b)  Any  empteyer.empkiyee.  or  prepaid  heaia  care  plan  coanacsorwhowlllallyWslo 
comply  with  aoy  odier  provision  of  this  chapter  or  any  rule  or  rejuhoon  lhe«uoder  may  be  seed 
not  more  than  S20a  (or  each  inch  violaiiiia. 
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(c)  Any  employer  who  bib  to  initiale  compliance  with  the  coverage  requirements  of  wctioa 
393-1 1  for  a  period  of  thirty  days,  may  be  enjoioed  by  the  drcuii  court  of  the  circuit  in  whicb  bit 
principal  place  of  business  is  located  from  carryini  on  his  business  any  place  in  the  State  lo  loa|  at 
the  default  continues,  such  acuon  for  injunction  to  be  prosecuted  by  the  attorney  general  or  any 
county  attorney  if  so  requested  by  the  dutctor  (L  1974,  c  210.  p«  of  51 .  am  L  1977,  c  190.  jl] 

S393-34  Pcaalliea.  (a)  Any  person  who,  after  twenty-one  days  wnlten  nocice  and  the 
opportunity  to  be  heard  by  the  director,  it  found  to  have  violated  any  proviaon  of  this  chapter  or 
rule  adopted  thereunder  for  which  no  penalty  is  otherwise  provided,  shall  be  fined  not  more  than 
$2S0  for  each  offence. 

(b)  All  fines  collected  pursuant  to  this  chapter  shall  be  deposited  into  the  special  premium 
supplementation  fund  created  by  section  393-41 .  [L  1991.  c  107.  (3) 

PART  IV.  PREMIUM  SUPPLEMENTATION 

1393-41  EaUbOshaunl  of  special  prrnhMi  sappleraMrtatkm  fond.  There  is  established 
in  the  treasury  of  the  Suie.  separate  and  apart  from  all  public  moneys  or  funds  of  the  State,  a  special 
fund  for  premium  suppletnentation  which  shall  be  adminisieredexclusively  for  the  purposes  of  this 
chapter.  All  premium  supplemenutions  payable  under  this  part  shall  he  paid  from  the  fund.  Tlie 
fund  shall  consist  of  (I)  all  money  appropriated  by  the  Sute  for  the  purposes  of  premium 
supple nKftution  under  this  pan  and  (2)  all  Gnes  and  penalties  collected  punuant  to  this  chapter 
[L  1974,  c210.pt  of  51) 

Croaa  Rclcfeocca 
For  evaluation  and  review  process  of  fund,  see  S23-1 1  (note). 

$393-42  Management  of  the  fund.  The  direaor  of  finance  shall  be  the  treasurer  and 
custodian  of  the  premium  supplemenution  fund  and  shall  adminmer  the  fund  in  accordance  with 
the  directions  of  the  director  of  labor  and  indusirul  reUtioos  All  monies  in  the  fund  shall  be  held  in 
trust  for  ihc  purposes  of  this  pad  only  and  shall  not  be  expended,  released,  or  appropriated  or 
otherwise  disposed  of  for  any  other  purpose.  Moneys  in  the  fund  may  be  deposited  id  any 
deposiury  bank  in  which  general  funds  of  the  Sute  may  be  deported  but  such  monies  shall  not  be 
commingled  with  other  Stale  funds  and  shall  be  mainuined  in  separate  accounu  on  the  books  of 
the  depositary  bank  Such  monies  shall  be  secured  by  (he  deposiury  bank  to  the  samecxtcot  and  in 
the  same  manner  as  required  by  the  general  deposiury  law  of  the  Sute;  and  collateral  pledged  for 
this  purpose  shall  be  kept  separate  and  dislina  from  any  other  cdlaieral  pledged  to  secure  other 
funds  of  the  Sute.  The  director  of  finaoce  shall  be  liable  for  the  performance  of  his  duties  under  this 
section  as  provided  in  chapter  37  [L  1974.  c  210.  pt  of  $11 

§393-43  Dtabunementa  from  Ibc  fund.  Expenditures  of  monies  m  the  premium 
supplemenution  fund  shall  noi  be  subject  to  any  proviuons  of  law  requiring  spedfic 
ippropruiioni  or  othei  formal  release  by  the  sute  olTicen  of  money  in  iheir  custody.  All  payments 
from  the  fund  shall  be  made  upon  warranu  drawn  upon  the  director  of  finance  by  the  comptroller 
of  the  Sute  supported  by  vouchen  approved  by  the  director  [L  1974.  c  210.  pt  of  {!] 

§393-44  Invcctment  of  noneya.  With  the  approval  of  the  department  the  director  of 
finance  may.  from  lime  to  time,  invest  such  moneys  m  the  premium  supplemeouiionfund  as  are  m 
excess  of  the  amount  deemed  necessary  for  the  payment  o^bcnefiu  for  a  reasonaUe  future  period. 
Such  nwneys  may  be  invested  in  bonds  of  any  political  or  municipal  corporation  or  subdivisioa  of 
the  Sute,  or  any  of  the  outsunding  bonds  of  the  Sute,  or  invested  in  bonds  or  interest -bearing  notes 
or  obligations  of  (he  Sute  (including  sute  director  of  finance's  warrant  notes  issued  punuant  to 
chapter  40).  or  of  the  United  Sutes,  or  those  for  which  the  teith  and  credit  of  (he  United  Sutes,  are 
pledged  for  the  payment  of  prinapal  and  interest,  or  in  federal  land  bank  bonds  or  joim  oodc  farm 
loan  bonds.  The  investment  shall  at  alt  umes  be  so  made  that  all  the  assets  of  the  fund  shall  always 
be  readily  convenible  into  cash  when  neededfbr  the  payment  of  benefits  The  duxctor  of  finance 
shall  dispoie  of  securities  or  other  properties  belonging  to  the  fund  only  under  the  direction  of  die 
director  of  labor  and  industrial  relations  [L  1974,  c  210.  pi  of  §  1) 
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Hamil  Pnptld  Health  C«re  Act 


P«)-4S  EMilltiiieilt  10  prcalin  luppltanilMloe.  (■)  An  cmployci  who  ctnployt  less 
Ihin  ei|ht  employca  cntiltel  lo  covcngc  under  iho  clupiei  lod  who  piovKks  covera(e  lo  such 
emptoytes  purauant  to  section  393 -7(i)  sh*ll  be  enutled  to  pfcnuum  suppkmentAtion  from  the 
futld  if  the  employtr's  shire  of  the  cost  of  providing  such  coverage  as  delermioed  by  sectkMis 
393-1 3  and  3931 5  eaceeds  1  5  per  cent  of  the  total  wages  payable  to  such  eniploytea  and  if  the 
amount  of  such  eacess  is  greater  than  five  per  cent  of  the  employer's  income  before  U«>  directly 
attributable  to  the  busirsess  in  which  such  employees  are  employed. 

(b)  The  amount  of  the  supplementation  shall  be  that  part  of  the  employers  share  of  the 
premium  cost  which  eiizeds  the  limits  specified  in  subaection  (a).  (L  1974.  c  210,  pi  oTtl) 

}393-46  lDcoiMdlrectlriltifl>«UMeUilHb<iA>eM.  (a)  -IncooiedirecUyulribvuble 
to  the  business"  means  groaa  profits  from  the  businesa  minus  deduction  for 

( 1 )  Compensation  of  officers, 

(2)  Salaries  and  wages,  eicept  wages  paid  by  an  individual  proprietor  to  himaelf; 

(3)  Repairv 

(4)  Tales  on  businesa  and  business  property; 
fS)  Business  advertising; 

(6)  Amounu  contributed  to  employee  benefit  plans, 

(7)  Interest  on  business  indebtednesa; 

(8)  Rent  on  business  properly;  and 

(9)  Other  expenses  necessary  for  the  current  conduct  of  business. 

(b)  DeducuoRS  shall  not  include 

(1)  Bad  debts; 

(2)  Contribuuons  or  gifts,  other  than  those  listed  under  sutnecdon  (aM^); 

(3)  Amortization  and  deprecution;  o< 

(4)  Losses  by  fire,  storm,  casualty,  or  theft. 

(c)  The  director  may  promulgate  rules  and  regulations  necessary  lo  define  income  diiecdy 
attnbutable  to  business  for  the  purpose  of  section  393-45  (L  1974.  c  210.  pi  of  Jl) 

i3*3-47  CbliB  of  pnmkim  iupptemeouikni.  An  employer  entitled  lo  premium  supple- 
menlalion  shall  file  a  claim  therefor  in  the  manner  provided  by  reguUuon  of  the  director  The 
employer  shall  have  the  burden  of  proof  of  establishing  his  entitlement  (L  1 974,  c  2 10,  pi  of  jl  1 

$393-48  Prepaid  heaMi  care  benenu  lo  be  paid  froei  the  premtim  auppkoKaullaa 
fuad;  recovery  of  bcucfha.  Prepaid  health  care  benefits  shall  be  paid  from  the  premium 
supplemenuticn  fund  to  an  employee  who  is  entitled  to  receive  prepaid  health  care  benefits  but 
cannot  receive  such  benefits  because  of  the  bankruptcy  of  his  employer  or  because  hu  em  player  is 
not  in  compliance  wilh  this  chapter  Benefits  put  from  the  premium  tupplemenlation  fund  to  such 
employee  may  be  recovered  from  his  bankrupt  or  noncomplying  employer  The  director  shall 
institute  administrative  and  legal  actions  as  provided  in  section  393-33  to  cflect  recovery  of  such 
benefits  IL  1978.  c  3.  pi  of  $l| 

PART  V.  TERMINATION  OF  CHAPTER 

S393-S1  TeralnalkHi  of  chapter.  This  chaplei  shall  terminate  upon  the  eflective  dau  of 
federal  legulation  that  provides  for  voluntary  prepaid  health  care  for  the  people  of  Hawaii  in  a 
manner  at  least  as  hvorable  as  the  health  care  provided  by  this  chapter,  or  upon  the  effective  dale  of 
federal  li«islation  that  provides  for  mandatory  prepaid  health  care  for  the  people  of  Hawaii. 
[LI974,c210.  plof§21 
Cotmte  undtr  l/iu  dupur  commtKtd  January  I,  I97S.  [L  1974.  c  210.  \2I 
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^pendix  I 

Hawaii  Prepaid  Health  Care  Act 


CHAPTER  12,  TTTLE  12 
PREPAID  HEALTH  CARE 


H2-I2-1  DcfiaWoM.  As  used  herein: 

"Conlinuilion  o(covera|c  m  case  of  lubility  loearn  wages"  meus  ihii  aOocaiiofl  of  health 
care  premiuni  will  be  based  on  an  employee's  continuing  salary,  if  Urn  be  the  case,  or  the  alary  or 
wages  that  the  employee  received  in  the  last  fully  corn pleted  moatb  prior  to  the  disability.  Thus,  the 
employer  most  continue  the  coverage  by  paying  for  the  employer's  share  of  the  premtoro  and  the 
employee  must  contnbme  towards  the  prenutmt  to  the  same  exieni  as  prior  to  the  duabibiy. 

"Covered  employee"  means  in  eligi'ble  employee  who  is  provided  health  care  coverafe  by  aa 
employer 

"Dcpartffleni'  shall  be  as  defined  in  section  393-3.  HRS 

"Director"  shall  be  as  defined  in  section  3930,  HRS 

"Eligible  employee"  means  an  employee  who  has  worked  for  an  employer  for  twenty  or 
more  hours  a  week  for  four  consecutive  weeks,  and  earned  86.67  times  the  Hawaii  miaimum 
hourly  wage 

"Employer-  shaU  be  as  defined  in  section  393-3.  HRS 

"Emptoymeni'  thai)  be  as  defined  in  lectioe  393-3,  HRS.  and  shall  include  the  period  an 
employee  is  receiving  benefits  under  chaptcn  386  or  392,  HRS,  for  a  penod  of  not  teas  than  thai 
prescribed  in  section  393-1 5.  HRS 

It  shall  also  include  services  performed  by  an  individual  for  wages  or  under  any  contract  of 
hire  inespective  of  whether  the  common-law  relationship  of  master  and  servant  exios  unka  and 
until  it  is  shown  to  die  satisfaction  of  the  director  that 

(1 )  The  individual  has  been  and  will  continue  to  be  free  from  control  or  direction  over  the 
performance  of  the  service,  both  under  the  contract  of  hire  and  m  fio, 

(2)  The  service  is  either  outside  the  usual  course  of  the  business  (or  which  the  service  is 
performed  or  that  (he  service  is  performed  outside  of  all  the  places  of  busioess  of  the 
enterprise  for  which  the  service  is  performed;  and 

(3)  The  individual  is  customarily  engaged  in  an  independently  estaUtshed  trade,  occupation, 
profession  or  busneas  of  the  same  nature  as  that  involved  in  the  contract  of  service 

"Four  consecutive  weeks"  meara  any  consecutive  period  of  four  weeks  which  an  employee 
worked  for  an  employer 

"Health  care  contract"  means  the  entire  approved  plan  of  the  health  care  coalractor  iBC<udiin 
Its  terms  and  conditions  and  benefit  schedule 

"Premium"  shall  be  as  defined  m  section  393-3.  HRS. 

"Prepaid  hcahh  care  contractor  shall  be  as  defined  in  section  393-3.  HRS. 

"Prepaid  health  care  plan"  shall  be  as  defined  in  section  393-3,  HRS. 

Prepaid  health  care  plans  which  have  the  largest  number  of  subscriben  in  the  Stale  shall  be 
the  "HMSA  Plan  4"  and  'Kaiser  Plan  V  which  arc  located  at  the  end  of  this  chapter. 

"Regular  employee"  shall  be  as  defined  in  section  393-3,  HRS,  but  does  not  indude 
dependents  of  an  employee  who  are  covered  by  a  health  care  plan  as  an  employee  of  tlw  same 
employer. 

"Regular  wages'*  include  an  employee's  disability  incotne  insuranoe  provided  lor  and  paid 
entirely  by  the  employer  m  excess  of  thai  reqwred  by  any  law. 

"Seasorul  employmeni"  meani  employment  by  an  employer  defined  ui  the  second  sentence 
of  section  393-3(8),  HRS,  dunng  lU  leasorul  period  oi  seasonal  periods. 

"Seasonal  penod"  or  "seasonal  periods"  means  the  period  or  periods  of  seasonal  activity  of 
leas  than  an  aggrepie  of  iwenty-sti  calendar  weeks  in  twelve  consecutive  calendar  months  in 
which  the  volume  of  emptoyriKai  by  the  employer  in  the  pursuit,  measured  in  terms  of  average 
weekly  man  hours  per  week,  b  at  least  fifty  percent  more  than  the  average  weekly  man  hours  of 
employment  by  the  employer  in  the  twelve  consecutive  weeks  m  such  twelve  consecutive  calendar 
mofltlH  when  the  volunte  of  employment  by  the  employer  is  the  lowest  in  such  pursuit;  provided 
that  employment  by  an  employer  in  seasonal  pursuit  engaged  in  the  culdvaiing,  harvcsang,  and 
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HAmU  PrepaAd  Healtk  Cwre  Act 


prooeniat  of  coffee  Aod  miqdmiu  nuts  tad  other  cropi  or  prod«cts  oomiiiiiiea  wuoaal 
cmployineiM  during  the  employer's  ieuo«al  penod  or  Kiaostl  periods,  provided  (unher  ihu 
caiploymeni  donfti  the  setsoul  penod  or  leuoul  periods  by  u  enpioyer  coiafed  is  the 
cuitivmiiof.  hwestinf.  procesing.  canung,  and  wirehoosug  at  pineappia  comtiluiet  setsooal 
etnploynieitt. 

"Sdfiosuref"  means  an  employer  as  defined  in  lectioa  393-3,  HRS,  who  uodertakes  to 
provide  the  prescribed  coverage  tod  benefits  directly  lo  the  employees  withoui  the  imervemios  o( 
a  plan  provided  by  i  health  care  contractor  or  iniurer  lubject  to  the  insurance  laws  of  the  State. 

"Suiuic"  meam  chapter  393,  HRS.  entided  "Prepaid  Healdi  Care  Act* 

-Wates"  shaU  be  defined  m  kcuoq  393-3,  HRS 

"Week"  meam  a  penod  of  seven  consecutive  days  based  oo  the  csttbbibed  worii  week  ot 
each  employei  [Eil:  May  7.  1 9S I;  am  September  16.  198S]<Awth:  HRS  f393-32)(Inp:  HRS 
I4393-I.  393-3.  393-4,  393-5.  393-7.  393-11,  393-15) 

$12-12-2  Dwiiwhmlnii  of  aeMoaal  punott  aad  •eiaoMl  period.  <a)  Employcn 
beltennt  thennelves  to  be  engafed  m  seasonal  pumMs  shall  file  a  requen  for  such  detenninatioa 
with  the  direaor  The  request  shall  contain  data  and  information  necessary  to  qualify  the  employer 
within  (he  provisions  as  set  forth  m  section  1 2-1 2-1  of  thu  chapter  and  abo  as  tei  forth  in  seaioo 
393-3(8).  HRS,  for  the  twelve  months  immediately  precediag  the  date  of  (be  request  for  seasonal 
punuil  determination  The  request  shall  also  include  similar  data  and  infomution  anticipated  to  be 
expenenced  in  the  cuneni  twelve  month  penod  The  request  shall  be  signed  by  an  authorized 
representative  of  the  employer. 

(b)  The  department  shall  review  the  request  and  inforraatioe  submitted  and  make 
determinations  of  seasoiul  pursuit  and  seasonal  period  or  seasonal  periods  conforming  to  sectioa 
12-12-1  The  decision  of  the  department  shall  be  certified  in  writing  to  the  requesung  employer  and 
will  remain  in  effect  for  the  penod  specified  m  the  decision. 

(c)  In  order  to  esublish  the  seasonal  penod  or  perKKb  for  each  subsequent  twelve  month 
penod  following  iniual  detennination  by  the  department,  the  employer  shall  resubmit  dau  and 
informaiion  specified  in  subsections  (a)  and  (b)  not  later  than  one  calendar  month  after  the 
expiration  date  of  the  department's  dedsion  [EfT:  May  7,  1981]  (Auth:  HRS  §393-32) 
(Imp:  HRS  (393-3) 

$12-12-3  Votuatary  coverafe.  \a  employer  may  volunurily  cover  a  perwn  excluded 
under  section  393-5,  HRS,  with  ■  pUa  w;>::h  will  afford  the  penoa  health  care  protectioiL  Such 
voluntarily  covered  person  shall  not  be  enuiled  to  the  protectioo  ifTordcd  by  the  statute  or  this 
chapter  [EJf:  May  7.  1981]  (Auth:  HRS  $393-32)  (Imp:  HRS  H393-2.  393-5) 

$12-12-4  MontMy  pay  of  regular  caiploycc.  The  nonthly  wages  (or  the  purpoaes  of 
section  393-11.  HRS.  shall  be  86.67  umes  ibe  State's  minimum  wage  roooded  ofT  to  die  next 
higher  dollar.  (Eft  May  7.  1981]  (Auih  HRS  §393-32)  (Imp:  HRS  §393-1 1 ) 

§12-12-9  Ewployee  rnpoailblllly.  An  employee  exempt  under  the  statute  shall  imme- 
diaiely  file  with  the  employer  oo  a  fom  provided  by  the  dcpaflment  the  reason  for  such 
exemptioa  (Eft  May  7.  1981)  (Auth:  HRS  §393-32)  (Imp:  HRS  §§393-15,  393-16.  393-17, 
393-18.393-21) 

§l2-12-<  Employe*  already  dinUed.  Should  an  employer  elea  to  chaage  the  health  care 
plan  or  contractor  while  an  employee  is  disabled,  the  employer  shall  provide  a  reasonable 
exiensioo  of  benefits,  which  may  be  provided  by  the  previous  or  succeeding  beallb  care  contractor. 
[Eff:  May  7.  1981;  am  June  19,  1986]  (Auth:  HRS  §§393-12,  393-15) 

§12-12-7  Health  cart  advlaory  covDcfl.  The  couodl  shall  have  ddcrttioa  ia  determining 
which  plans  quahfy  under  section  393-7.  HRS  [EfT:  May  7.  1981]  (AbUl  HRS  §393-32) 
(lnip:HRS§393-7> 

§l2-l2-a  DIreclor'a  ri^ls  and  dntlca.  The  director's  tights  and  dutia  shall  be  that 
prescribed  by  chapters  371  and  393,  HRS.  [EfT:  May  7.  1981]  (Aatb:  HRS  {393-32) 
(Imp:  HRS  §§393-31,  393-32) 

§§12-12-9  to  I2-I2-I*  (Reserved) 
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§12-12-11  Conrait.  An  employet  nay  provide  impprovoluiilividMl  on  roup  pUo. 
[Eft  Miy  7. 19811  (Auth:HRSJ393-32)(InipHRSH393-7,393-ll. 393-12. 393-13. 393.14. 
393-151 

{12-12-12  More  Ikaii  oac  ptan.  An  tmployer  roiy  ekcl  to  piovide  more  Uun  one 
•pproved  pUn  from  the  ame  of  <)ilfcreni  holUi  an  cooUKtor  The  employa  >lull  nol  be  liable 
foi  more  ihu  ihe  coil  o(ihe  leMl  eipeuive  plansbould  Uiere  be  more  Uan  one  pton.  [Elf:  Miy  7. 
19«ll(AuIb:  HRSS393-32)(lnip:  HRSS393-12) 

§12-12-13  duKt  o(  employed.  An  employef  nuy  provide  diSereni  ptau  loc  diflerent 
cliues  o<  employees  The  employer  ihill  nol,  however,  e«oe«d  Ihe  wiihholdini  re<|uirenienB  rf 
semon  393-13,  HRS,  should  tUaeej  o(  employees  be  provided  dideiem  ptam.  (EffMey  7. 19«1) 
(Auth:  HRS  §393-32)  limp  HRS  §§393-12,  393-13) 

§12-12-14  Oal-o(-iUle  eiaploycf -■pooorcd  pbiu.  Any  employer-sponjored  pUn  shell 
be  lobmilled  lo  ihe  deperunenl  by  the  lulhorijed  hetllh  cire  coninctor  in  iceordince  wilh  leclioo 
12-12-16  lEff:  Miy  7,  1981]  ( Aulh:  HRS  §393-32)  (Imji  HRS  §§393-7. 393-20) 

§12-12-15  Collective  bergninlng  •ireemeot  Any  prepaid  health  ctre  pUn  included  in  • 
collective  bargaimng  agreentenL 

(1)  Upresumedlome«lhere(luireraenlso(thesutulei(lheajreemenlbdaledpnortoJiine 
3,1978 

(2)  Shall  meet  the  requirements  o(  the  statute  if  the  a(reemenl  is  dated  oo  or  after 
June  3,  1978. 

(3)  Shall  be  filed  by  Ihe  employer  with  the  department  immediately  upon  approval  of  the 
panieswheneverefIecied.modiried.reneioliaied,oreitended  [EH  May7. 198l)(Auih: 
HRS  §393-32)  (Imp  HRS  §§393-7,  393-19) 

§12-12-16  Submlailon  of  pUna  by  health  care  coatnclon.  (a)  After  the  approval  of  a 
health  plan  by  the  Hawaii  Slate  Insurance  CommissiOQer  or  a  signed  suiemeni  that  (he  plan  docs 
not  require  approval,  the  health  care  conlractor  shall  submit  eiiht  copies  of  the  pUn  to  the 
departmeni  lor  review  Each  plan  shall  have  atuched  thereto  Ihe  evidence  of  the  insurance 
commissioner's  approval  or  the  statemeni  thai  the  plan  does  not  require  approval.  Any  plan 
submitted  under  seclion  393-7(b),  HRS,  which  prondo  a|(re|au  beneCli  thai  are  more  limited 
ihan  those  provided  by  plans  qualifying  under  section  393-7(a).  HRS.  shall  include  cenificatioo 
that  the  employer  has  agreed  to  contribute  at  least  one-half  of  Ihe  cost  of  the  coverafe  of 
dependents  under  such  plan 

(b)  After  written  advice  from  ihe  prepaid  health  care  advisory  coundl.  the  director  thaB 
notify  the  health  care  conlractor  of  Ihe  proposed  approval  or  disapproval  of  the  plan.  Any  propcaal 
lo  disapprove  shall  contain  the  reasons  therefor 

(c)  The  health  care  conuaaor  may  apply  for  reconsideration  m  wnliag  within  fiflccn  days 
after  receipt  of  the  proposed  disapproval  The  request  for  reconsideration  shall  include  a 
memorandum  of  the  facts  on  the  basis  of  which  the  conlractor  contends  thai  the  plan  meets  the 
requirements  of  section  393-7,  HRS. 

(d)  The  director  shall  notify  the  health  care  conlractor  of  the  Anal  decision  lo  approve  or 
disapprove  the  pUn  (Eft:  May  7.  1981)  (Auth  HRS  §393-32)  (Imp:  HRS  §§393-7,  393-32) 

§12-12-17  Employer's  oMfadon.  (a)  Each  employer  shaU  inform  an  eligible  employee 
of  the  enlillemenl  afforded  by  thb  statute  by  providing  the  health  care  coniractor's  name,  plan 
number,  group  number,  effecuve  date  of  coverage,  and  employee's  cosL 

(b)  The  employer  shall  give  each  covered  employee  thirty  days'  nooct  should  the  employer 
elect  10  change  the  employer's  plan  or  health  care  contractor 

(c)  Any  employer  who  withholds  premium  payments  shall  provide  a  covered  employee  who 
ts  incapaduied  due  to  illness  or  injury,  the  following  informatioo  m  writing 
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(1)  Wilkiann  wck>o(lkc4i>lMil)i4McllKUKiiullheaarloytetSfe4i«fc4lapiy 
dmcdy  10  ihe  eniflojicr  lor  iomidiag  10  die  heakh  OK  coomaor  in  order  U)  cDdtMue 
co%cn^  Mdet  wcliow  393*15,  HRS. 

(2)  Al  IcM  two  wccki  prior  to  the  due  m  employer  «riH  have  cooipleied  tiK  employer's 
oWifUio*  Mder  leakw  393-1 S.  HRS,  the  entire  prenuum  coa  ihe  enployte  a  required 
10  pay  difccxly  lo  the  employer  (or  (orwtnJiii|  (o  the  health  care  contractor  ia  order  to 
aMOaae  cmenfe.  [Eft  May  7.  1981)  (Aiitli:  HRS  |19]-32l  (Imp:  HRS  H393-I  i. 
393-11  393-13.  J93-14.393UI 

Ili4>-U  )tanli«iMdce»«r^HomaliUI»«Wiraii>iiii<lla  (a)  Wlieii a healtk 
care  ciMlracaor  wteae  health  care  plari  hai  beca  appnyved  pmoam  lo  lectioa  393-7,  HRS. 
rafcacqtifatly  providei  fupplrnMiital  bcae6ts  tach  at  viaoa,  dn^.  and  dental  oovvrafc,  tfwae 
wppkm<aialbea<6laAall  then  become  a  pan  of  the  emptoyer'i  health  care  plan  whether  or  not 
iailialsd  by  employer  or  eiaptoyeek  When  canenl  or  fnture  employeci  mun  lubacnbe  to  such 
health  care  pten  wilhom  haviai  die  option  of  exdudiof  the  uipplemenial  benefits  and  its 
applicable  coat,  the  coal  of  the  roynrcd  health  care  and  wppleiBcnlal  benefits  diall  become  the 
basis  for  allofilioii  of  premium  ^lecified  in  leclioo  393-1 3.  HRS. 

(b)  H  an  taiployea  can  chooae  not  to  accept  the  sapplemfWal  benefits,  die  employer  may 
reqnirc  an  empl0)«e  who  deds  the  CDvtrafe  to  pay  for  dx  con  of  the  sopplemeotal  benefils.  [Eff: 
May  7.  I9«l|  (Ai«h:  MtS  i393-32Klmp:  HRS  H393-7,  393-12,  393-13.  393-lS) 

Hl2-I2-I**a  12-U-U  (Rcaerwd) 

wuMKmmi 

HEALTH  CASE  CONniACTO«  REQUmEMENTS 

111-11-14  WaHaaniii.  Any  self-iaiwer  may  qualify  u  a  health  care  coolractor  upon 
fanusfanv  iatis6csory  proof  lo  die  director  of  its  solvency  and  6nancial  ability  to  defray  or 
mmfeune  in  whole  or  a  part  the  eipenaes  of  heakh  caie  under  an  approved  beaUh  cm 
plan     (ES  May  7.  19811  (Aotk  HRS  <393-32)  (Imp:  HRS  H393-7.  393-12) 

I11-1I-2S  Hi^lhiaistiliatlnr.  Every  health  care  cotutactor  required  lo  be  boensed  by 
the  Hawaii  Stale  Insaaacc  ConmisBoner  ikal  be  so  boenied  before  sabmiaxin  of  plans  to  the 
depnitiaeilL  [Eft  h«ay7.  19(1]  (Aulk  HRS  1393-32)  (Imp:  HRS  H393-3.  393-7.393-12) 

|lt-ll-M  TtihiiMiiwil— iimiiimiiil  (a)  Every heakkdiecoonaofinsuien 
mbiect  to  the  jmaramr  laws  of  die  Slate,  iadmiat  any  ainfnrtmfill.  eadotvmral,  or  rider  lo  a 
coatract.  which  pravidea  iv  bendSn  aadec  lecliaa  393-7,  Hits,  dan  be  approved  by  dK  Hawaii 
Swe  lionfaaoe  rimmiiwiiMiii  prior  to  wNliiwiiia  lo  the  direclor  under  secMa  12-12-16. 

(b)  NodMt  in  tkcstalitfe  or  Ibis  chapter  is  imended  to  amead,  modify,  or  change  any  policy 
form  approval  niiain  11  aupi<Kiih«d  in  the  SmieiJsiiranceUsrs.  [Eft  May  7, 19«l|(Andl:  HRS 
(393-32)  (Impi  HRS  H393-7.  393-12) 

ill-ll-Z7  llMkaiMcancatMcMa.  (i)  Every  cowred  employee  shall  be  fivenwrinen 
evMcacc  of  heakh  can  covente  by  the  employer,  wbick  has  been  provided  by  the  heakh  care 


(b)  TbeheakbcarecsMliaclorihalpcrmitcooliauBlioaofcovcracewidiouiaoydimiiiiaion 
of  bendiis  or  standards  fram  dK  plaa  with  wMch  an  enpkiycc  was  emend  pnor  to  disability 
danni  the  period  spetiTMi*  in  lecuoa  393-lS,  HRS.  (EfF:  May  7.  I9I1|  (Aulh: 
HRS  4)93-32)(lm|i  HRS  H)93-7,  393-12.  393-14.  393-IS) 

il2-lt-a  CaacaltMaaafcaatnet,  (al  No  keakk  care  coolractor  thai  caned  a  contiad 
providiai  ia  wtMk  or  in  pan  for  heakh  care  heaete  reriuired  by  die  sialate  prior  to  dtt  eipiralioa 
due  of  Ike  coamct  aakm  wtina  aodoe  of  iiMeaiiaa  to  cancel  on  a  tpecdied  date  and  reason 
Ihocfar  hat  baca  6kd  sriih  and  tened  oa  te  esnploycr  and  Ike  diieooT  at  kaa  lea  days  prior  to 
the  tpocified  caaocflaMa  dale. 
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(b)  The  ten  d»y%'  advance  ootice  reqimcmeiH  lo  labacdioa  (a)  Deed  oo(  be  compUcd  with 
wben  a  new  cooincui  a  limaluiKOusly  subMiniied.  Id  ibe  cvaH  a(  wbsutuiion,  ihc  pfcvioiB 
contnctof  slall  inuixdiaKly  file  with  and  Krve  on  the  employer  and  the  direaoi.  uxice  ihal  the 
coiuacl  wu  cucellcd,  the  apecific  dan  aad  die  rcaaoa  (or  canceDalioa. 

(c)  H  a  plan  provides  by  in  leniis  br  ai>  eapiralioo  dale,  aoczptance  o(  the  plan  by  the 
diiector  is  notice  ihcrecf. 

(d)  The  employei  ihall  oolify  in  covered  employca  of  the  cancellaliofi  al  covenfe  (of 
Hnpaymeni  cl  premium  The  eroployeei  shall  be  given  an  option  o(  individual  covetaie  il 
premium  paymenl  is  made  within  ten  days  direcUy  to  the  ooalraoor  {fit  May  7, 1981)  (AuUi: 
HRS  8393-32)  (Imp  HRS  H393-7.  393-12.  393-13) 

112-12-29  Refnaal  to  k^an.  No  healdi  caie  contnctof  other  than  a  aeU-iniurer  shall 
refuse  to  covet  any  eraptoyei-appKcanl  e««pl  (Of  the  noo- payment  0*  ptemiumj.  The  lieahh  c»ie 
contractor  shall  notify  the  ihrectof  of  all  refusals  to  uisute  [Eft  May  7,  1981]  (Autk 
HRS  5393-321  (Imp  HRS  H393-3. 393-7. 39312,  393-13) 

il2-l2-3«  DtaquaMViHon tor beBefln.  Sutjecttolhelenuc(thehealdicarecofitiict.a 
covered  employee  ihall  rot  be  dwiualified  (or  benefits  by  a  health  care  contractor  ewept  lor  the 
nonpayment  of  pteimum[Efl  May  7. 1981)(Auth:  HRS  J393-32)<lmp:  HRS  H393-7.393-11. 
393-13) 

(12-12-31  Afeat  Eachheallhcaiecootraclof  shall  provide  the  depenroenl  with  the  name 
of  an  employee  of  officer  o(  the  contnctor  who  is  in  direct  chatfe  of  health  care  malten  lo  whom 
all  correspondenoe  should  be  addressed  The  penon  should  be  one  who  can  be  leaaonably 
expected  lo  eipedite  maiurs  reUlini  to  the  statute,  [lit  May  7.  1981)  (Autk  HRS  J393-32) 
(Imp  HRS  H393-3.  393-32) 

!12-12-32  Coattaelon  of  uiyoa  ptem.  Eicept  as  lo  section  12-12-16.  all  health  ore 
conuaaon,  Indudinj  sdf-ineuien.  ptovidini  benefits  in  accordance  with  a  colleclive  bar(>inin| 
strecmeni  shall  comply  with  all  Ihc  requiienenls  of  the  oalute  and  this  chap<er.[Eft  May  7. 1981] 
( Auth:  HRS  5393-32)  (Imp  MRS  «393-2.  393-1 1 ,  393-12.  393-14,  393-15) 

H12-I2-33  lo  I2-I2-M  (Reaeived) 


112-12-41  WKhhoMkit  ky  tmftuytn.  (a)  An  employei  eleain»  to  withhold  (tom 
covered  employees  may  widihoia  the  propoftionatc  cost  of  the  premium  each  pny  period 
be(innin|  in  ibc  month  the  employees'  coven|c  becomes  effective.  In  no  event  shall  the  employer 
withhold  premiums  less  often  than  ooce  moodily  An  employer  shal  not  withhold  more  than  1  i 
perceni  of  sucb  employee's  rejular  wajcs  or  ooe-haM  the  cosi  of  premium,  whichever  is  less,  dufin 
each  calendar  nw^li 

(b)  WithboldiBil  by  an  employcf  shaJ  be  prorapdy  pud  to  the  heahh  care  contnctor  in 
accordance  with  the  biUiai  requrements  of  the  contractor. 

(c)  Any  employer  fails  to  transmit  payments  to  the  heahh  care  coatnoofus  accordance  with 
the  billini  itquiremenls  of  the  coundor  shall  be  penaUitd  as  provided  under  ledioo 
393-33,  HRS. 

(d)  In  Ike  event  an  employer  wiUthokb  but  fails  to  obtain  covenfe  from  a  health  care 
conmaot.  the  employer  shalt 

(1)  Be  hablc  lot  all  heahh  care  eipenaes  incwied  by  the  employee 

(2)  Refund  the  withheld  ptemium  to  all  employco. 

(3)  Be  tubicct  to  peaallies  prescribed  by  section  393-33,  HRS. 

IM  May  7.  1981)  (Aulk  HRS  J393-32)  (Imp:  HRS  H393-13,  393-15.393-24) 
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II2-I2-42  DedmtlOM gnattt  dw  tudwcfaed.  (a)  lo  ttw eveni  lo  employer  withholds 
more  thui  lutborized  by  sectioa  393-13.  HRS,  the  employer  thalt 

( 1 )  Refund  tucb  eKcea  withboldiiigs  to  the  employee. 

(2)  Be  sutqeci  to  peoaldei  preschbed  by  sccuon  393-33.  HRS 

(b)  If  an  employee  is  no  longer  employed  by  the  employer  tnd  cannot  be  located,  the 
employer  shall  deposit  such  sum  in  the  premium  supple meoUtioa  fund.  The  employer  shall 
provide  the  director  with  the  employee's  full  rume.  social  aocurity  account  number,  last  known 
addrcn,  the  acnonat  due,  and  any  other  informatioa  requested  by  the  director  The  director  shall 
endeavor  to  locate  such  employee  to  return  such  deductions  U  the  employee  cannot  be  located  for 
a  period  o(  two  years  from  the  date  of  deposit,  the  director  shall  cause  such  moneys  lo  become  a 
pan  of  the  pretniun  tuppfementatioa  fund.  [Elf:  May  7.  1981]  (Auik  HRS  $393-32)  (Imp 
HRS  H393-I3.  393-41) 

il2*l  2-43  Nodcc  aad  proof  of  dafaa.  (a)  Any  covered  employee  daiminf  benefits  or 
•omeooe  acting  io  behalf  of  thecmployee  shall  furaisb  a  written  claim  to  the  healthcare  contndor 
pursuant  lo  the  health  caic  contracL 

(b)  The  claim  shall  include  documents  required  by  the  health  care  cootivci.  [Eft 
May7. 1981](Auth:  HRS §393-32) (Impc  HRS}393-7) 

;I2-I2>44  Denial  of  dalm.  (a)  If  an  employee's  claim  is  denied  by  a  health  care 
contractor  lO  whole  or  in  part  because  of  nonpaymeni  of  premium,  nonce  of  denial  in  a  form 
prescribed  by  the  director  shall  be  mailed  promptly  to  the  employee 

(b)  If  an  employee  desres  a  review  of  the  denied  claim,  the  employee  shall  file  the  prescribed 
notice  of  denial  and  a  staiemeM  givini  specific  reasoiK  for  the  request  with  the  director  The 
reqtMSt  for  review  shall  be  filed  within  twenty  days  after  the  dale  of  denial  at  the  office  of  the 
depaitmeoi  ta  the  county  in  which  the  daimani  resides  or  to  any  office  of  the  department  The 
director  shall  forthwith  notify  the  health  care  coniracior  of  the  daimant'i  request  for  review, 
endosint  a  copy  of  the  daimani's  reasoot  therefor 

(c)  The  director,  or  an  ofiicer  or  employee  designated  by  the  director  for  that  purpose,  shad 
mvestigate  the  request  and  render  a  decision  The  dedsioo  is  final  with  right  of  appeal  in  accord 
withseciioo9l-I4,KRS,tEftMay7,198II(Auth:HRS53«-32»(Imp:HRSH393-7.393-32) 

fl2-l2-4S  Coa>io»cfted  wortera'  compfiiiirioo  claim  i  In  the  event  of  a  controverted 
worfcen*  compenation  claim,  the  health  care  contractor  shall  pay  or  provide  (or  the  medical 
services  m  accordance  with  the  health  care  contract  and  notify  the  department  of  such  action.  U 
workers'  compensatioo  liabihiy  is  csuWished,  the  health  cart  contractor  shall  be  rdmbur^e:^  by  the 
worken'  compensatioo  earner  such  amounts  authorized  by  chapter  3S6,  HRS,  and  chapter  10  of 
ntle  12.  adrainistrauve  rules.  [Eft.  May  7.  1981)  (Autt  HRS  5393-32)  (Imp:  HRS  »393-7. 
393-32) 

f  12.12-46  Experience  radnt.  If.  after  the  end  of  a  pobcy  year,  the  employer  receives  an 
eiperience  rating  credit  or  i  dividend  from  the  health  care  contnctor,  the  employee's  share  of  the 
expeTKace  nting  credit  or  dividend  shall  be  refunded  by  the  employer  or  applied  lo  future 
premium  payments  of  covered  employees.  "Employee's  share"  means  the  mathematical  ratio  of 
employer-employee  cootnbutioas  of  the  cxpenence  rating  credit  or  dividend  proporuonaiely 
divided  among  all  covered  employees  by  months  of  service  for  the  period  of  credit.  [Eff: 
May  7. 1981]  (Auttt  HRS  (393-32)  (Imp  HRS  H393-7.  393-13) 

H12-I2-47  to  12-12-99  (Raerved) 
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$12-12-60  Heilth  can  cootncton.  (■)  Hulth  care  contractors  shAlI  submit  t  moaihly 
repon,  m  a  form  designaicd  by  ibe  department,  tbowing  the  following  informaikm: 

(1 )  Name  of  nc«ly  eniolled  or  ternunated  emptoyer, 

(2)  Stale  department  of  labor  artd  ioduslrial  rdatioos  account  number  as  assifned  by  the 
unemployment  Lmoraocc  divmon; 

(3)  PUo  nutnber, 

(4)  Croup  number, 

(3)  Effecuve  dale  of  coverage;  and 

(6)  Effective  dale  arwl  reasoo  for  caoctUaboit 

(b)  On  April  15  of  each  year,  health  care  coniracton  ihall  file  an  annual  repon  for  each 
employer  and  for  each  plan  covenog  the  tnou  receolly  completed  cakndai  year.  This  repon  shall 
be  on  a  form  prescribed  by  the  diiector  and  ihall  comain  the  fcdlowiog  informaiioa 

{ 1 )  Nnmba  of  covered  employee  employed  on  the  iwdftb  day  of  ihe  mooib  for  each 
moBlh  of  the  year; 

(2)  Number  of  covered  employees  providing  coverage  for  their  dependents  for  each 
month  of  the  year  and 

(3)  Amount  returned  to  the  employer  due  to  cxperMncc  rating  credit  or  dividend  dunng 
the  year 

(c)  On  Apnl  1 5  of  each  year,  the  foUowmg  comolidated  iotbrmabon  shall  be  furnisbed  by 
health  care  contracton  for  ail  employers  covered  by  such  contractor 

( 1 )  Number  of  daimi  Skd  by  covered  employees; 
<2>  Number  of  claims  paid  to  covered  employees,  and 
(3)  Amouru  of  claims  paid  to  covered  employees. 

(d)  If  coverage  is  provided  through  an  association  ofemployers  or  to  employers  Uuough  a 
collectively  barpined  health  and  weUare  type  trust  fund  or  similar  arraognnenL.  and  it  Is  dm 
feasible  to  obtain  inforrrutioo  for  each  emptoycf  in  tbe  assoaalion  or  trust  fund,  the  health  caxe 
conlractor  may  Hie  a  consolidated  repon  in  a  form  procribed  by  the  director  [£fl:  May  7, 1981} 
(Auth:  HRS  §393-33)  (Imp  HRS  }393-32) 

$12-12-61  Enploycrt.  (a>  On  April  15  of  each  year,  all  employers  providjng  coverage 
through  a  health  care  contractor  shall  (He  an  aimual  report  for  each  plan  covering  the  most  recently 
completed  calendar  year.  This  repon  shall  be  on  a  form  prescribed  by  the  director  and  shall  provide 
tbe  following  information: 

( 1 )  Amount  of  total  wages  paid  lo  covered  employee; 

(2)  Amount  of  employer  oomribuoott  paid  in  the  year  tod 

(3)  AiiMsuni  of  covered  emfdoyce  oontributiom  pak)  in  tbe  year,  if  apfdicabk. 

(b)  On  Apnl  IS  of  each  year,  employcn  who  provide  health  care  bencGis  directly  to  their 
employees  shall  Tile  an  annual  repon  for  ead)  plan  covenng  the  most  recently  completed  calendar 
year.  This  repon  shall  be  on  a  form  prescnlted  by  tbe  director  and  shall  provide  the  following 
mformaiion: 

( 1 )  Number  of  covered  employees  employed  on  the  twelfth  day  of  each  month; 

(2)  Amount  of  total  wages  pak)  to  oovcreid  employees; 

(3)  Amount  of  employer  coatnlMitiotu  paid  in  the  year. 

(4)  Amount  of  covered  employee  cootnbuiions  paid  in  the  year,  if  applicable;  and 

(5)  Antount  returned  to  tbe  employer  due  to  experience  rating  credit  or  dividaxb,  if 
appUcable.  {Eft  May  7.  1981]  (Autb  HRS  }393-32)  (Imp  HRS  9393-32) 

}12-12-62  Priadpal  aad  atcoodary  employer,  (a)  Any  principal  employei  who  is 
tDformcd  by  an  employee  to  be  the  secondary  employer  shall  immediately  noiify  the  departmem  of 
such  change  on  the  form  provided  by  the  depanment 

(b)  Any  scconilary  employer  who  b  subaeqoenily  iafotmed  by  an  employee  to  be  ibc 
principal  employer  shall  immediairly  KXify  the  depaitmcni  of  such  change  on  the  form  provided 
by  the  depanment  [Eff:  May  7, 1981)  (Auth:  HRS  (393-32)  (Imp:  HRS  H393-6.  393-16) 
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il2-l2-U  Olbernaployerrapom.  (t)  Suius report  EvoreraplayeiraiwIioinKTvicei 
are  perforiDcd  in  employawfii  shall  file  •  report  on  ■  forrn  prescribed  by  the  director  lo  deiermioc 
liability  for  covenie  «flhin  len  days  after  the  tutus  repon  form  is  mailed  by  Ihe  depanment  This 
repoft  shall  provide  iofonoabon  such  as;  name  of  health  care  contractor,  plan  number,  group 
number,  effective  date  of  plan,  nurabcr  of  emptoyees  who  claim  eiemption  and  reason  thereof,  and 
employer -employee  premium  cosi  for  individual  and  dependents  coverage  The  employer's  health 
care  plan  shall  accompany  this  repoa  if  the  plan  has  not  been  approved  by  the  director. 

f  b)  Employer  shall  give  Ihe  depanmenl  thirty  days  wniccn  notice  pnot  lo  change  in  health 
CUV  plan  or  health  care  cootractor 

fc)  Employee  notilicatioo  to  employer 

( 1 )  Any  employer  whose  employee  daims  eaemplion  from  the  statute  shall  fBe  a  sttlemem 
signed  by  the  employee  on  a  fonn  provided  by  the  depanraeal  The  form  shall  be  filed 
wiihin  ten  days  of  emptoyreent  or  change  in  sutua. 

(2)  On  December  31  of  each  year,  each  employer  shall  refile  a  statement  signed  by  an 
employees  who  claim  esempiion  from  the  suluie  on  a  form  prescribed  by  the 
department  (EB:  May  7.  1981]  (Autk  HRS  J393-32)  firap  HRS  H393-I7.  393-21) 

SI2-I2-M  Poallaf  of  aollcc  o(  coverage.  Each  employer  shall  post  and  maintain  in  a 
coaipicuous  place  or  places  in  and  about  the  place  of  business  typewritten  or  pnnled  notices  slalii^ 
that  the  employer  has  obuined  health  care  coverage  required  by  law.  in  Ihe  form  as  may  be 
prescribed  by  the directoc.(Elf:  May  7.  l»8l|(AulhiHRS}393-32)(lmpiHRSH393-7.393-32) 

iil2-l2-65  to  I2-I2-M  (Reservedl 


il2-l2-70  Eatltlcmefil  lo  premlMB  •uppieneMaHon.  (a)  "Len  than  eight  employees' 
shall  mean  the  total  number  of  employees  who  are  enutledU)  and  covered  u  of  the  twelfth  day  of 
each  calendar  month.  An  employer  who  provides  coverage  to  eight  or  more  employees  entitled  to 
coverage  in  a  month  shall  not  quahfy  for  premium  supplemenutioa  for  that  mofllh. 

<b)  An  employeT  must  be  in  business  for  profit  lo  qualify  fcir  premium  suppiemeulalioa 

(c)  Premium  supplemeoiaiion  lor  the  employer's  taiable  year  shall  be  awarded  for  those 
months  in  that  taiable  year  in  which  the  employer  satisfies  the  requiremenB  of  section  393-<5. 
HRS.  (Eft  May  7,  1981)  (Aulh  HRS  J393-32)  (Imp:  HRS  (393-45) 

(12-12-71  dalni  for  peegtaa  sinifcuieumloiL  (a)  A  daim  for  premium  suppleniema- 
tioo  for  an  employe's  uiable  year  shall  be  filed  with  Ihe  dcpartmem  oithia  two  years  afKr  Ihe  end 
at  such  year  Any  daim  filed  after  two  years  shall  not  be  honored. 

(b)  The  premium  supptemeniauon  daim  shall  be  filed  on  a  form  .t^i— i-t  by  ihe 
depanoienL  T>ie  daim  shall  be  accompanied  by  the  employer's  liederal  and  suu  tax  ictunu  for  die 
yean  claimed  and  all  boolts  of  accounts  as  may  be  requested  by  ihe  dcpaitmeat. 

(c)  PremiumiupplemenlaiionthallbepaidnMuidedoAlalkeneaieildollar  Adaimforlen 
than  II  ihaU  nol  be  pnxzssed  or  paid.  (EH:  May  7,  1981)  (Anh:  HRS  J393-32)  (Imp: 
HRS  1393-47) 

(12-12-72  RedDCtkM  of  prea*isa  aapplctlilloii.  (a)  The  amount  of  premium 
suppleoienlalioa  due  shall  be  reduced  by  the  experience  rating  credit  or  dividend  received  by  the 
employer  from  a  health  care  contractor 

(b)  If  an  experience  rating  credit  or  dividend  is  received  alter  the  premium  supplementatioa 
is  paid  to  the  employer,  the  department  shall  reduce  any  premium  supplemenlaboa  awarded 
within  the  next  I  wo  yean  by  the  employer's  share  of  the  amount  of  such  experience  rating  credit  or 
dividesKi  (Eff  May  7.  1981)  (Aulh:  HRS  $393-32)  (Imp  HRS  (393-45) 
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AppcMUx  1 

Hawaii  Prepaid  Healtk  Care  Act 


$12-11-7]  Cvttntthylhtlmti.  (■)  N«wUlsludii«MCti(»l3-l3-4l(d).llKpremuiii 
lupptenwaniion  (inxj  shill  provide  benenu  lo  an  difiMe  employet  whew  traployei  kas  biled  u> 
provuJe  coveraic  m  Itw  following  manner 

1 1 1  Tkc  diliUe  employee  ^11  be  deeined  to  have  lelecud  the  moa  pievaleni  rdmbuix- 
roeni  plan  if  (he  KrvKO  were  obuined  frofli  a  heahh  care  providef  normally  paid  by  suck 
plan 
(2)  The  eligible  employee ihall  be  deemed  lo  havelelecled  Ike  moM  prevaleol  fee  loi  service 
plan  tf  services  were  obuirKd  from  a  fee  for  services  heahli  care  provKler 

(b)  The  premium  supplemenlaliori  fund  shall  reirebune  the  eligible  employee  for  paymeal 
o(  lees  baaed  on  lubsccuoa  (aX  I )  or  (2)  less  the  pemium  the  employee  would  have  paid  for  such 
coverage  A  claim  for  reimbursmem  shall  be  filed  on  a  form  provided  by  ihe  director  wilhin  two 
years  after  such  services  are  provided,  and  shall  coolain  a  cenificaDon  by  ihe  ehgible  employee  thai 
Ihe  employer  has  refused  a  wnllen  request  lo  provide  (he  required  benefits  to  the  eligiblecmployee 
An  employer  shall  he  deemed  to  have  refused  to  provide  such  benefits  where  the  employer  fails  to 
contact  such  eligible  employee  within  thirty  calendar  days  after  such  eligible  employee  makes  a 
wnllen  request  to  the  employer  for  such  benefiu  at  the  employer's  place  at  busincaa 

(c)  Any  employee  who  is  eligible  for  or  received  bencfils  under  other  laws  shall  noi  be 
entitled  to  bcndits  under  this  sectwo. 

(dl  The  health  care  cootracux  with  Ihe  man  prcvailini  ptan  iclectcd  ia  the  caiegory  of 
subsection  (aKI )  or  (2)  shall  asaisi  the  dcpanmenl.  upon  nqueu.  in  amvug  at  Ihe  proper 
reimhtirsemait  to  the  eligible  employee  [Eff:  May  7.  19«l|  (Aulk:  HRS  {393-32)  (Imp: 
HRS  S393-4«| 

HI2-I2-74  to  I2-I2-7S  (Reserved) 


{12-12-7*  Pcaakkt.  Penalties  under  sectwo  393-33,  HRS.  shall  be  asaessed  by  the 
director,  or  a  designated  representtiivc,  afler  bearings  held  in  accordance  with  chapter  9) ,  HRS. 
(Ell  May  7. 19(1]  (Auth:  HRS  §393-32)  (Imp  HRS  J393-33) 


EReclive:  May  7. 1981 
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Appendix  n 


Hawaii's  Medicaid  Program 


Hawau  established  Its  Medicaid  program  in  1966  under  title  XIX  of  the 
Social  Security  Act  Initially,  the  state  used  government  salaried 
physicians,  hospital  outpatient  clinics  at  nonprofit  hospitals,  and 
state-owned  facilities  to  serve  Medicaid  recipients.  Later  in  the  1960s,  the 
program  moved  from  exclusively  using  government  health  care  providers 
to  givii\g  recipients  a  choice  of  public  and  private  providers.  The  State 
Department  of  Human  Services  oversees  Hawaii's  Medicaid  program  and 
the  Hawaii  Medical  Services  Association  serves  as  the  program's  fiscal 
agent— the  agency  that  administers  the  program's  claims  processing 
functions. 


The  greatest  number  of  Medicaid  recipients  live  on  the  island  of  Oahu; 
however,  the  islands  of  Molokai  and  Hawaii  have  the  highest  percentage  of 
Medicaid  recipients  when  compared  to  their  total  populations.  In  fiscal 
year  1992,  nearly  24  percent  of  Molokai's  residents  were  covered  by 
Medicaid  and  approximately  14  percent  of  the  island  of  Hawaii's  residents 
were  on  Medicaid.'  The  island  of  Lanai  has  both  the  lowest  number  of 
Medicaid  recipients  and  the  lowest  percentage  of  recipients  (4  percent). 


Hawaii's 

Medicaid-Eligible 
Population  Is  Rising 


Taw*  11.1 :  Hawaii  Average  Monthly 
Itedlcaid-Ellgible  Population  (Recal 
Year«198»43) 


Hawaii's  Medicaid-eligible  population  grew  significantly  over  the  past  few 
years.  Hawaii's  average  monthly  Medicaid-eligible  population  rose  fi-om 
72,070  in  fiscal  year  1989  to  about  101,000  in  fiscal  year  1993.  The 
expansion  in  eligibility,  combined  with  outreach  activities  for  the  State 
Health  Insurance  Program,  contributed  significantly  to  the  increase  in  the 
number  of  residents  identified  as  eligible  for  Medicaid.^  Table  II.  1  shows 
the  average  monthly  Medicaid-eligible  population  for  fiscal  years  1989 
through  1993. 


Rscalyear 

"" 

1989 

1990            1991 

1992 

1993 

Average  monthly  eligible 
population 

72,070 

73.364         74.573 

88.260 

101.000" 

*State  of  Hawaii  Department  of  Human  Sen/ices  estimate 


'tlw  fiscal  year  1992  Bgures  were  the  moat  recent  figures  available  Cram  the  state  and  HMSA. 

In  1969,  Hawaii  expanded  Its  Medicaid  eligibUity  lo  include  such  optional  groups  as  pregnant  woi 
and  intUitawltitCaniily  incomes  less  than  or  equal  to  185  percent  of  poverty,  and  the  elderly  and 
disabled  whose  income  Is  less  than  or  equal  to  100  percent  of  poverty. 
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BawaU'*  Medtold  Profrui 


Table  11.2:  Ratio  of  Medicaid  Maximum 
Fees  to  Private  Foe  Levels,  1990 


With  the  rise  in  the  number  of  Hawaii  residents  eligible  for  Medicaid  came 
an  increase  in  Medicaid  expenditures  and  the  total  amount  of  Medicaid 
benefits  paid  to  providers.  While  providers  consider  Medicaid 
reimbursement  rates  to  be  low  in  Hawaii,  the  rates  are  slightly  higher  in 
the  state  than  they  are  nationally.  Table  0.2  compares  the  fees  paid  to 
providers  by  Medicaid  in  Hawaii  to  the  average  fees  paid  by  Medicaid  in 
the  nation  as  a  whole. 


Hawaii 

United 
States 

Primary  care 

0.58 

062 

Hospital  visits 

057 

0.49 

Surgery 

0.61 

0.49 

OB-Gyn 

0.63 

0.57 

Laboratory 

066 

0.52 

Imaging 

102 

0.58 

All  services 

0.63 

0.59 

Source:  The  Urban  Institute.  State-Level  Data  Book  on  Health  Care  Access  and  Financing  (1993). 

Hawaii  experienced  increases  in  expenditures  for  all  types  of  services  for 
Medicaid  recipients  from  fiscal  year  1990  to  fiscal  year  1992.  The  largest 
increase  in  actual  cash  payments  occurred  for  hospital  outpatient 
services — a  54.7  percent  increase  from  fiscal  year  1991  to  fiscal  year  1992. 
HMSA  attributed  this  increase  to  the  greater  number  of  recipients  using 
these  services.  See  table  II.3  for  a  summary  of  total  Medicaid  expenditures 
and  table  II.4  for  information  about  the  growth  in  Medicaid  etuollment  and 
expenditures  in  Hawaii  and  the  United  States. 


Talite  11.3:  State  and  Federal  Medicaid 
Expenditures  tor  Hawaii  (Fiscal  Years 
1989-92) 


Dollars  in  Millions 

Fiscal  year 

1989 

1990 

1991 

1992 

Hawaii 

$109.2 

$1289 

$141.6 

$183.5 

Federal 

98.0 

113.1 

125.1 

1696 

Total 

207.2 

242.0 

266.7 

353.1 

Source:  State  of  Hawaii  Department  of  Human  Services 
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TabI*  n.4:  Avarage  Annual  Qrowth  In 
Medicaid  EnreUmant  and  Expandtturaa 
(Hacal  Years  19as-e0) 


Hawaii 

UnHad 
Stalaa 

Enrollment 

1.82% 

5.20% 

Expenditures 

1367 

15.84 

Expenditures  per  enrollee 

11.64 

10.11 

Source:  Health  Care  Financing  Administration. 
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Appendix  III 


Premium  History  of  Prevalent  Insurance 
Plans  in  Hawaii  (1984-93) 


Kaiser*  Small  Business  Plan  B 

HMSAO  Small  Business  Plan  4 

Kaiser*  Large  Group  Plan  B 

Monthly 
premium 

Paresnt 
change 

Monthly 
premium 

Percent 
change 

Monthly 
premium 

Percent 
change 

1984 

$52.92 

$47.52 

$52  92 

1985 

67  92 

28.34% 

47.52 

0.00% 

67  92 

28  34^ 

1986 

6162 

-9.28 

55.72 

17  26 

61.62 

-9.28 

1987 

63.88 

3.67 

64  70 

16.12 

63  88 

3.67 

1988 

66.24 

369 

73,12 

13.01 

66.24 

3.69 

1989 

7268 

9.72 

87  58 

19.78 

72.68 

972 

1990 

90.36 

2433 

94  62 

8.04 

90.36 

24.33 

1991 

100  70 

11.44 

10158 

736 

103.80 

14.87 

1992 

107.20 

6.45 

109.72 

8.01 

117.65 

13.34 

1993 

115.49 

7.73 

12838 

17.01 

130.49 

10.91 

Noie:  All  premiums  are  for  individual  coverage 

'Kaiser  Foundation  Health  Plan. 

°Hav»aii  Medical  Sen/ice  Association 

Source:  Kaiser  Foundation  Health  Plan  and  Hav»aii  Medical  Service  Association. 
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Appendix  IV 


General  Employment  and  Business  Data: 
Hawaii  Compared  to  the  United  States 


Data  that  would  permit  a  definitive  evaluation  of  the  Prepaid  Health  Care 
Act's  effect  on  Hawaii's  businesses  have  not  been  developed.  However, 
some  key  employment  indicators  show  that  Hawaii  has  done  as  well  or 
better  than  the  United  States  as  a  whole.  This  appendix  contains  data  on 
these  economic  indicators.  Table  IV.  1  shows  that  from  1976  to  1992, 
Hawaii's  part-time  employment  rate  has  remained  close  to  the  U.S. 
average,  and  table  IV,2  demonstrates  that  since  1980  Hawau's 
unemployment  rate  has  been  markedly  lower  than  the  U.S.  average. 
Indexed  growth  rates  from  1970  to  the  present  for  total  private 
employment  and  employment  in  retail  and  wholesale  trades  show  that 
Hawaii  outstrips  the  U.S.  average  (figures  IV.  1  and  IV.2). 


Table  IV.1 :  Part-Time  Employmflnt 
Rates  In  the  United  States  and  Hawaii, 
1976-1992  Annual  Averages 


Part-time  employment  as 
percent  of  total  employment 
United 
States           Hawaii 

1976 

184 

186 

1977 

183 

17.9 

1978 

180 

180 

1979 

17.9 

17.4 

1980 

187 

19.0 

1981 

190 

18.6 

1982 

20.5 

19.2 

1983 

20.3 

181 

1984 

19.2 

20.0 

1985 

190 

203 

1986 

19.0 

19.2 

1987 

18.8 

20.0 

1988 

18.7 

19.0 

1989 

18.5 

168 

1990 

18.5 

16.0 

1991 

19.2 

16.1 

1992 

192 

18.1 

Source:  U.S  Department  of  Labor.  Bureau  ol  Labor  Statistics. 
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Appendix  IV 

General  Employment  mnd  Bnirineew  Dat*: 

Hawaii  Compared  to  the  United  Statea 


Table  IV J:  Unemploymant  Rotra  In  th* 
United  SUtes  and  Hawaii,  1976-1992; 
Annual  Averagaa  and  First  6  Montlis  of 
1993,  Seasonally  Adjusted 


United 
States 

Hawaii 

1976 

7.7 

9.8 

1977 

7.1 

7.3 

1978 

6.1 

7.7 

1979 

5,8 

6.3 

1980 

7.1 

4.9 

1981 

7.6 

5.4 

1982 

9.7 

6.7 

1983 

9.6 

6.5 

1984 

7.5 

5.6 

1985 

7.2 

5.6 

1986 

7.0 

4.8 

1987 

6.2 

3.8 

1988 

5.5 

3.2 

1989 

5.3 

2.6 

1990 

5.5 

2.8 

1991 

6.7 

2.8 

1992 

7.4 

4.5 

1993 

7.0 

4.7 

Source:  U.S.  Department  ol  Labor.  Bureau  of  Labor  Statistics. 
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Appendix  IV 

General  Employment  «nd  Bnsinesa  Data: 

Hawaii  Compared  to  the  United  States 


Figure  1V.1:  Total  Private  Employment,  Havwill  and  the  United  States  (1970-92) 
200      Ind»(1970  3l00) 


Source:  US.  Depanment  of  LatJOf.  Bureau  of  Labor  Statistics. 
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Appendix  IV 

General  Employment  and  Business  Data: 

Hawaii  Compared  to  the  United  States 


Figure  IV.2:  Retail  and  Wholenle  Trade  Employment,  Hawaii  and  the  United  States  (1970-92) 
200     Indu(1>70>t00) 


Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics 
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Appendix  V 


Medicaid  Disproportionate  Share  Hospital 
Program  in  Hawaii 


Hospitals  that  serve  large  numbers  of  Medicaid  patients  can  face 
significant  financial  burdens  because  Medicaid  generally  reimburses 
providers  at  a  lower  rate  than  other  insurers.  To  reduce  the  burden,  the 
Congress  established  the  Medicaid  disproportionate  share  hospital 
program  (dsh)  in  1981.'  The  program  allows  states  to  designate  hospitals 
treating  large  numbers  of  low-income  patients  as  "disproportionate  share 
hospitals"  and  to  give  these  hospitals  additional  Medicaid  reimbursement. 

Federal  legislation  gives  states  nuiumum  criteria  and  formulas  for 
identifying  hospitals  that  qualify  for  disproportionate  share  status.  This 
legislation  requires  sutes  to  consider  the  amount  of  charity  care  provided 
by  the  hospitals  when  deciding  if  they  qualify  as  disproportionate  share 
hospitals  and  in  calculating  their  reimbursements.  Each  state  chooses  the 
formulas  that  are  used  to  qualify  hospitals  for  disproportionate  share 
status  and  to  determine  the  amount  of  funds  these  hospitals  receive.'  In 
Hawaii,  23  of  the  28  acute  care  facilities  in  the  state  received 
disproportionate  share  payments  in  fiscal  year  1992.  (See  table  V.l  for  data 
on  hospitals'  Medicaid  utilization,  revenues,  and  income  in  fiscal  year 
1992.) 

In  recent  years,  disproportionate  share  payments  have  climbed  rapidly  in 
Hawaii.  State  officials  attribute  this  increase  to  Hawaii's  decision  to 
designate  as  disproportionate  share  hospitals  those  facihties  that  derived 
more  than  $100,000  of  annual  revenue  from  pubhc  funds  for  the  care  of 
low-income  patients.  Total  disproportionate  share  payments  in  Hawaii 
rose  from  almost  $8  miUion  in  fiscal  year  1991  to  over  $40  mUlion  in  fiscal 
year  1992  (see  table  V.2). 


'Omnibus  Budget  Reconciliation  Act  of  1981.  Public  Law  97.35. 

=Crilena  established  by  Sute  of  Hawaii  to  qualify  hospitals  as  disproportionate  share  facihties  read  as 

follows; 

A.  Either— 

(1)  Has  at  least  two  obstetricians  with  staff  privileges  at  the  facility  who  have  agreed  u>  provide 
obstetnc  services  to  individuals  who  are  eligible  for  assistance  under  the  Medicaid  program;  or 
C2)  Did  not  offer  non-emergency  obstetnc  services  as  of  December  22.  1987;  and 

B.  Either— 

(1)  Has  uidigent  inpatient  davs  equal  to  or  greater  than  15  percent  of  total  acute  inpatient  days;  or 

(2)  Has  a  Medicaid  inpauent  utilization  rate  equal  to  or  greater  than  one  standard  deviation  above  the 
statewide  mean  Medicaid  inpanent  utilization  rate;  or 

(3)  Has  a  low  income  utilization  rate  equal  to  or  greater  than  25  percent;  or 

(4)  Is  a  hospital  that  denves  more  than  $100,000  of  revenue  from  pubUc  funds  paid  for  care  of 
low-income  patients  (including  slate  general  assistance  and  state  cash  subsidies  but  excluding 
Medicare  and  Title  XLX,  Medicaid  funds) 


GAO/UEBS-94-68  Health  Care  in  Hawaii 


478 


Table  V.I:  Medicaid  Utilization, 
Revenues,  and  Income  (Rscal  Year 
1992) 


AppendUV 

Medicaid  Disproportioiuite  Slure  HoflpltAl 

Profpun  in  Hawaii 


Hospital  location  and  name 

Medicaid 

utilization 

rate  (percent) 

Net  patient 
revenues 

Net  Income 
(loss) 

Island  of  Hawaii 

Hilo  Hospital^ 

13.64 

$48,834,080 

4,995,302 

Honokaa  Hospital' 

191 

1.958.418 

328,212 

Kau  Hospital* 

16.00 

880.418 

205,468 

Kohala  Hospital' 

0.89 

586.054 

(1,704,457) 

Kona  Hospital' 

1793 

19,901.043 

955,017 

Island  of  Kauai 

Kauai  Veterans  Memorial  Hospital' 

10.71 

1,589,644 

(6,185,936) 

Samuel  Mahelona  Memorial  Hospital' 

0 

3,754,345 

(298,725) 

Wilcox  Memorial  Hospital" 

1228 

32,982.587 

(173,593) 

Island  of  Lanal 

Lanai  Community  Hospital' 

34.02 

513,311 

(166,872) 

Island  of  Maul 

Maui  Memorial  Hospital' 

9.47 

38,767,598 

1,147,543 

Island  of  Molokal 

Molokai  General  Hospital" 

• 

2,152,068 

(1,398,039) 

Island  of  Oahu 

Castle  Medical  Center<= 

25.85 

43,422,026 

2,218,411 

Kahuku  Hospital" 

2972 

3,461,775 

169,581 

Kaiser  Foundation  Hospital-Hawaii" 

1.03 

' 

' 

Kapiolani  Medical  Center  lor  Women 
and  Children" 

34.64 

113,234,952 

16,491,907 

Kuakini  Medical  Center" 

469 

88,902,881 

(470,757) 

Pali  Momi  Medical  Center" 

1052 

30,403,935 

(6,601,193) 

The  Queens  Medical  Center" 

17.58 

222,629,488 

14,482,044 

Rehabilitation  Hospital  of  the  Pacific" 

11,14 

19,582,072 

908,242 

St  Francis  Medicai  Center<= 

11.29 

' 

' 

St.  Francis  Medical  Center-Wesf= 

24.67 

24,121,083 

(3,355,212) 

Suaub  Clinic  and  Hospital" 

628 

153,466,573 

(5,495,748) 

Wahiawa  General  Hospital" 

13  88 

23,903,723 

(961,100) 

'Slate  hospital 
*^Nonprofit  hospital. 
'^Church  hospital 
''Proprietary  hospital 
"Not  available 
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Appendix  V 

Medicaid  Disproportioiiate  Share  Hospital 

Profram  In  Hawaii 


Table  V.2:  DSH  Payments  (Fiscal  Years 
1991  and  1992) 


Hospital  location  and  name 

1991  DSH 

1992  DSH 

Percent 
change 

Island  of  Hawaii 

Hilo  Hospital" 

$371,654 

$3,544,535 

854 

Honokaa  Hospital' 

152.233 

527.270 

246 

Kau  Hospital' 

68.845 

420.949 

511 

Kohala  Hospital' 

145,649 

757,654 

420 

Kona  Hospital' 

1.180,328 

4.934,850 

318 

Island  of  Kauai 

Kauai  Veterans  Memorial  Hospital" 

768,176 

3.440,496 

348 

Samuel  Mahelona  Memorial  Hospital' 

255.733 

1.438.853 

463 

Wilcox  Memorial  Hospital" 

138.575 

386,021 

179 

Island  of  Lanal 

Lanai  Community  Hospital' 

61,897 

334.264 

440 

Island  of  Maul 

Maui  Memorial  Hospital' 

422,153 

7.105.387 

1.583 

Island  of  Molokal 

Molokai  General  Hospital" 

1.275 

9.500 

645 

Island  of  Oahu 

Castle  Medical  Center^ 

473.462 

1.832.887 

287 

Kahuku  Hospital" 

498.406 

515.604 

3 

Kaiser  Foundation  Hospital-Hawaii" 

20.849 

276.420 

1.226 

Kapiolani  Medical  Center  lor  Women 
and  Children" 

106,003 

1.293.745 

1,120 

Kuakini  Medical  Center* 

162,955 

585.584 

259 

Pall  Momi  Medical  Center" 

104.182 

509,901 

389 

The  Queens  Medical  Center" 

2.238.280 

8.676.643 

288 

Rehabilitation  Hospital  of  the  Pacific" 

119.999 

883,493 

636 

St.  Francis  Medical  Center' 

301.193 

1,336,270 

344 

St.  Francis  Medical  Center-Wesf 

272.182 

575,471 

111 

Straub  Clinic  and  Hospital" 

105,404 

668,346 

534 

Wahiawa  General  Hospital" 

28,064 

299.991 

969 

■State  hospital, 
"ttonprofil  hospital 
Church  hospital 
"Proprietary  hospital 
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Health,  Education,  ^"^2)  sSno'''''''^'"'  ""^"^  '^'"' ""' "'""'' """'' 

and  Human  Services  Bruce  D.  Uyton,  Assistant  Director 

Division  Helene  F.  Toiv,  Assignment  Manager 

.....       '  Tt  c  Frederick  K  Caison,  Senior  Evaluator 

WasningtOn,  IJ.L^.  Michael  F.  Cutowsld,  Adviser 


Vol-  T7"oot  Ciffir-o  Patricia  K.  Yamane,  Evaluator-in-Charge 
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Chairman  LaFalce  and  Committee  Members: 

Good  afternoon,  and  Aloha  from  Hawaii.  My  name  is  Teena  Rasmussen.  My  husband 
and  I  own  Paradise  Flower  Farms,  Inc.,  and  employ  17  full-time  people  on  the  island  of  Maui. 
We  are  producers  of  fresh  cut  flowers  as  well  as  lei  flowers. 

Today,  I  am  testifying  on  behalf  of  the  National  Federation  of  Independent  Business 
(NFIB).  NFIB  is  the  nation's  largest  small  business  advocacy  organization,  representing  more 
than  600,000  small  business  owners  in  all  fifty  states.  The  typical  NFIB  member  has  five 
employees  and  reports  gross  sales  of  around  $250,000  a  year.  NFIB  sets  its  legislative  positions 
and  priorities  based  upon  regular  surveys  of  its  membership. 

Since  1986,  NFIB  members  have  identified  the  cost  of  health  insurance  as  their  number 
one  problem.   As  a  result,  health  care  reform  is  the  top  legislative  priority  of  NFIB. 

I  want  to  thank  you,  Mr.  Chairman,  for  inviting  NFIB  to  testify  before  this  committee. 
I  want  to  commend  you  for  holding  this  hearing,  which  is  a  great  opportunity  to  examine  the 
impact  the  Prepaid  Health  Care  Act  has  had  on  Hawaii's  small  firms.  No  issue  Congress  will 
consider  for  years  to  come  will  have  a  greater  impact  on  Main  Street  small  businesses  and  the 
people  they  employ  than  the  health  insurance  employer  mandate.  No  issue  has  a  greater  capacity 
to  challenge  and  possibly  reverse  what  NFIB  sees  as  the  emerging  consensus  in  Washington  and 
around  the  country  than  health  care  reform  in  America  and  how  small  business  should  be  treated 
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in  that  reform  effort 


I  am  here  today  to  speak  to  you  about  what  it  is  like  doing  business  in  Hawaii  with 
respect  to  our  employer  mandated  Prepaid  Health  Care  Act  Before  I  go  into  that  however,  I 
would  like  to  give  you  a  brief  overview  of  the  conditions  in  which  my  company  operates. 

In  my  opinion,  the  United  States  government  made  a  conscious  decision  in  recent  years 
to  give  away  our  U.S.  horticulture  industry  to  South  America  and  Mexico.  Since  that  time  the 
economic  picture  has  been  bleak  for  our  industry.  Even  in  Hawaii,  out  in  the  middle  of  the 
Pacific,  thousands  of  pounds  of  South  American  and  Mexican  flowers  are  shipped  in  each  week. 
No  duty  is  charged  whatsoever  to  South  American  growers,  and  very  little  is  charged  to  Mexico. 
And  yet  I,  as  an  American  grower,  am  asked  to  pay  a  multitude  of  mandated  benefits  to  my 
employees  and  am  still  supposed  to  compete  in  this  so  called  "free  world  market"  My  point  here 
is,  that  many  of  you  will  think  that  if  an  employer  mandate  for  health  care  is  passed,  that 
businesses  can  just  raise  their  prices  a  little  and  pass  the  cost  along.  I  want  you  to  understand 
that  in  our  industry  and  many  others  in  the  U.S.,  we  cannot  raise  prices.  If  we  did,  we  would 
risk  losing  our  entire  market  and  would  rapidly  be  closing  our  doors. 

As  you  know,  the  foundation  of  the  Fhrepaid  Healdi  Care  Act  is  mandated  employer- 
provided  health  insurance.  Employers  must  provide  coverage  for  employees  working  over  20 
hours,  and  must  provide  a  package  that  gives  benefits  equaling  or  exceeding  the  state-defined 
benefits  package.  Employees  are  allowed  to  contribute  to  benefit  costs  only  up  to  1 .5%  of  their 
monthly  salary.    At  present  because  of  the  law,  Hawaiian  businesses  already  pay  for  their 
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employee's  health  care.  You  will  find  that  most  businesses  in  Hawaii,  mine  included,  want  to  be 
able  to  cover  their  employees'  health  care,  and  would  probably  preserve  coverage  even  if  we  did 
not  have  the  mandate.  In  fact,  during  1982,  when  Hawaii's  law  was  set  aside  while  being 
challenged  in  court,  NFIB  could  find  no  employers  that  dropped  the  health  coverage  for  their 
employees.  But  I  must  say,  that  after  17  years  of  providing  health  care  for  my  employees,  the 
system  in  Hawaii  is  breaking  down  and  getting  out  of  control. 

When  we  first  opened  our  doors,  we  provided  our  employees  and  our  own  family  the  best 
medical  plan  available.  We  paid  for  100%  of  premiums  and  also  offered  the  plan  to  spouses  who 
were  not  covered  elsewhere.  We  went  beyond  what  the  law  required.  Year  by  year,  each  time 
the  Hawaii  state  legislature  met,  a  new  group  of  providers  that  wanted  in  on  the  potential  health 
care  windfall  appeared.  First  they  added  substance  abuse  and  allowed  psychologists  to  be 
providers.  We  started  seeing  double  digit  increases  in  our  health  care  premiums  each  year.  We 
had  to  counter  this  with  cutting  our  budget  in  many  areas.  For  instance,  we  would  hold  off 
purchasing  new  equipment  or  would  slow  down  any  expansion  plans  we  might  have. 

Next,  the  Hawaii  state  legislature  decided  that  everyone  in  Hawaii  had  the  right  to  in-vitro 
fertilization.  Again,  we  saw  double  digit  increases  in  medical  premium  costs.  At  this  point  we 
were  faced  with  a  more  difficult  situation  ~  we  had  to  hold  wages  at  the  same  level  for  2  1/2 
years  and  could  no  longer  afford  to  cover  spouses'  health  premiums. 

In  recent  years,  the  story  is  the  same.  Every  year  double  digit  increases  in  health 
premiums,  wages  only  rising  2  or  3  %  (if  at  all),  and  dwindling  profits.   For  5  years  we  have 
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had  plans  to  start  a  retirement  fund  for  our  employees,  and  each  year  mandated  benefits  of  some 
kind  or  another  have  made  us  cancel  those  plans.  This  past  year,  we  did  the  only  thing  that  was 
left  to  us,  we  lowered  our  insurance  plan  to  the  minimum  that  the  state  allows.  So  now,  rather 
than  offering  the  best  health  care  coverage,  we  offer  the  bare  minimum.  This  is  upsetting  to  me 
as  an  employer  and  hurts  the  morale  of  my  employees.  Believe  me,  if  we  had  another  choice 
we  would  not  have  done  this,  because  this  affected  our  own  family's  health  insurance  as  well, 
since  we  are  employees  of  our  corporation. 

In  thinking  they  were  doing  employees  a  favor  by  increasing  state  mandates,  the  State  of 
Hawaii  only  caused  worse  hardship  for  workers.  Their  wages  rose  at  slower  rates,  and  they 
ultimately  received  less  health  care  than  they  previously  had.  We  are  at  a  point  in  our  business 
that  we  will  do  anything  to  avoid  hiring  one  more  person  --  not  for  lack  of  need,  but  because  we 
cannot  afford  them. 

In  addition,  despite  claims  of  universal  coverage,  current  statistics  show  that  up  to  11% 
of  Hawaiians  are  still  without  health  insurance.  To  cover  this  gap,  the  Hawaiian  legislature 
enacted  the  State  Health  Insurance  Program  of  Hawaii  (SHIP),  which  was  designed  to  cover  those 
ineligible  for  both  private  health  insurance  and  the  government  programs  of  Medicare  and 
Medicaid.  Since  that  program  was  implemented  in  1989,  it  too  has  failed  to  close  the  gap  of 
uninsured  Hawaiian  residents.  That  number  remains  at  3-7%,  but  many  experts  estimate  that  the 
numbers  may  be  higher.  Even  though  it  has  not  significantly  expanded  coverage,  SHIP  still  costs 
an  additional  $10  million  a  year. 
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You  will  hear  from  our  health  director.  Dr.  John  Lewin,  that  Hawaii's  plan  is  the  best  and 
that  employers  like  it  What  you  will  not  hear  from  him.  is  that  the  state  of  Hawaii  operates 
under  a  different  set  of  rules  for  their  employees.  They  exempted  themselves  from  the  law. 
They  can  charge  their  employees  up  to  40%  of  premiums,  and  they  have  the  ability  to  hire  and 
fire  employees  every  30  days  to  avoid  paying  any  medical  premiums  at  all.  When  asked  why, 
they  say  if  they  had  to  cover  all  of  these  people,  it  would  be  an  undue  burden  to  the  state  budget 

In  addition  to  the  basic  structural  problems  of  our  state's  system,  there  are  other  reasons 
why  Hawaii's  health  care  plan  should  not  be  considered  a  model  for  the  rest  of  the  nation: 

*  80%  of  Hawaiians  are  covered  under  two  main  insurers.  Kaiser  Permanente  and  Blue 
Cross/Blue  Shield,  which  made  the  PHCA  easy  to  install  and  to  regulate. 

•  95%  of  physicians  in  Hawaii  work  for  one  of  the  two  insurers  and  are  thus  accustomed 
and  subject  to  managed  care  and  imposed  fee  schedules. 

♦  The  plan  does  not  cover  dependents  or  unemployed  persons. 

♦  The  relatively  high  level  of  insurance  coverage  in  Hawaii  is  not  because  of  the  PHCA. 
Even  before  its  enactment  in  1974,  employers  had  an  excellent  record  of  coverage,  a 
practice  started  by  the  sugar  and  pineapple  plantation  owners  decades  ago.  In  fact  90% 
of  Hawaiian  residents  were  covered  prior  to  cnactrrient  of  the  PHCA. 
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*  Hawaii's  plan  has  not  slowed  cost  increases  or  per  capita  spending.  Health  care  costs  in 
Hawaii  have  skyrocketed,  paralleling  those  of  the  rest  of  the  country.  Between  1980- 
1990,  total  health  care  spending  in  that  state  rose  191%  (compared  to  the  national  average 
of  163%).   1990  per  capital  health  care  costs  in  Hawaii  were  above  the  national  average. 

*  The  employee  contribution  ratio  of  only  up  to  1.5%  of  salary  has  not  changed  since  1974, 
despite  the  skyrocketing  costs  of  premiums.  The  small  employer  is  shouldering  the 
burden  of  increasing  costs  for  health  coverage. 

*  Hawaii's  medical  industry  is  much  more  adaptable  to  this  type  of  system  than  the  rest  of 
the  country:  the  two  main  insurers  already  utilize  community  rating  in  their  plans.  This 
structure  will  not  easily  adapt  to  systems  in  other  states  with  multiple  insurers. 

*  Hawaii's  PHCA  has  not  been  without  sacrifice.  According  to  a  1993  Kaiser  Foundation 
study: 

4  in  10  employers  had  to  reduce  their  number  of  employees; 

1  in  10  employers  hired  part-time  workers  instead  of  full-time  to  avoid  paying 

their  health  insurance; 

55%  restricted  wage  increases; 

33%  reduced  other  employee  benefits; 

6  in  10  raised  prices  as  a  result  of  the  mandate; 

1  in  S  knew  of  firms  that  failed  because  of  the  mandate. 
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I  implore  you  to  look  at  what  mandates  do  to  small  business  and,  more  importantly,  to 
the  people  they  employ.  I  am  against  government  mandates.  A  business  knows  much  more 
about  what  it  should  and  can  offer  to  employees.  Business  should  have  the  ability  to  have 
"cafeteria  style"  choices  in  offering  health  care  and  other  benefits.  Market  forces  can  change 
over  night,  government  laws  can  stay  on  the  books  forever. 

I  would  like  to  caution  you  in  one  more  area.  As  has  happened  in  Hawaii,  you  will  have 
incredible  pressure  to  allow  chiropractors,  psychologists,  herbal  healers,  etc.  to  be  providers  of 
health  care.  Whatever  plan  that  is  devised,  it  must  be  the  most  basic  of  plans.  From  that, 
individuals  and  businesses  can  decide  what  to  add  as  they  can  afford  it.  This  is  the  only  way  that 
universal  health  care  will  be  achieved.  Otherwise,  the  system  will  be  bankrupt  before  it  gets 
started. 

Ladies  and  gentlemen,  the  days  of  the  government  throwing  every  kind  of  cost  imaginable 
to  business  is  over.  American  businesses  just  don't  have  anymore  to  give.  We  are  losing  out 
daily  to  foreign  competition.  We  have  cut  our  budgets  to  a  bare  minimum.  The  only  place  left 
to  cut  is  wages  and  jobs.   I  don't  like  that  alternative. 

I,  as  a  Hawaiian  small  business  owner  on  behalf  of  NFIB,  ask  the  Congress  to  pass  health 
care  reform  without  an  employer  mandate. 

Thank  you  for  your  attention  to  this  most  difficult  issue. 
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Chairman  LaFalce,  Congresswoman  Meyers,  thank  you  for  providing  yet  another 
opportunity  for  the  Small  Business  Committee  to  discuss  health  care  reform.    By  holding 
several  hearings  on  various  aspects  of  reform  and  its  impact  on  American  small  business, 
you  both  have  demonstrated  your  awareness  and  concern  for  the  most  important 
congressional  issue  of  the  year,  and  its  effects  on  one  of  the  most  important  aspects  of  our 
national  economy:  small  business.    By  holding  these  hearings,  we  as  members  of  the 
committee,  have  a  unique  opportunity  to  provide  an  open  forum  for  discussion,  and  to 
inform  other  Members  and  the  American  public  of  the  devastating  impact  of  President 
Clinton's  health  reform  plan,  and  others  like  it,  on  the  American  economy. 

Today  we  will  hear  several  assert  the  positive  effects  of  a  Clinton-like  plan  on  the 
American  economy,  and  how  it  will  accommodate  American  competitiveness  in  international 
markets.    Some  argue  that  the  Clinton  plan  wUl  reduce  employer  costs  and  enhance 
productivity  and  efficiency;  thereby  providing  American  business  an  advantage  over  their 
international  competition.    I  submit  that  not  only  will  American  business  fail  in  the 
international  arena  due  to  the  Clinton  health  plan,  but  that  the  Clinton  plan  will  contribute  to 
the  national  paralysis  of  our  economy  by  crippling  our  small  businesses. 

It  is  inconceivable  that  the  Clinton  plan  could  in  any  way  strengthen  small  businesses 
to  compete  on  a  global  scale.    For  instance,  the  Clinton  plan  and  its  congressional  surrogates 
threaten  to  impose  employer  mandates  that  will  require  employers  to  provide  their  workers 
with  health  insurance  and  to  purchase  80%  of  its  value  while  the  employee  pays  20%. 
Furthermore,  some  plans  threaten  to  impose  employer  payroll  taxes  from  as  small  as  2%  to 
as  large  as  7.9%.   By  imposing  such  a  penalty  on  small  business  to  pay  for  health  care 
reform,  results  will  be  limited  but  predictable.    (1)  Firms  will  have  to  reduce  employee 
wages  and  benefits;  (2)  firms  will  have  to  pass  the  cost  of  reform  to  the  consumer  by  raising 
prices;  (3)  firms  may  need  to  down-size  their  operations;  (4)  firms  may  have  lay-off 
employees;  and  finally  (5)  firms  may  have  to  close  their  doors  altogether.    The 
administration  argues  that  subsidies  to  small  businesses  will  offset  the  penalty  imposed  on 
them  by  the  Clinton  plan,  and  that  the  end  result  wUl  be  "guaranteed  health  security  for  all 
Americans."    Subsidies,  although  necessary  to  offset  costs,  are  insulting  to  small  firms  in 
comparison  to  the  blow  dealt  to  them  by  the  Clinton  plan.    Likewise,  what  good  is 
guaranteed  health  security  when  hundreds  of  thousands  and  perhaps  millions  of  American 
are  without  jobs? 

I  think  it  is  appropriate  for  the  President  to  address  welfare  reform  at  this  stage  in 
the  health  care  game  because  if  his  plan  passes  this  Congress,  we  will  see  millions  flock  to 
welfare  to  help  offset  the  cost  of  "health  security".   Indeed,  the  President  will  certainly  "end 
welfare  as  we  know  it"  by  creating  a  two-headed  monster  of  health  and  welfare. 

What  the  President  and  many  in  Congress  fail  to  realize  is  that  we  cannot  provide 
health  security  and  a  guaranteed  standard  package  of  benefits  for  all  Americans  by  taxing 
small  businesses  out  of  existence.    What  should  be  addressed  is  waste  and  abuse  in  our 
existing  federally  sponsored  health  care  programs.    That  is  why  I  have  introduced  H.R. 
43S0,  a  bill  to  eliminate  medicaid's  non-emeigency  medical  transportation  program 
(N^T). 

There  is  a  health  care  crisis  in  America,  not  only  because  there  are  2S  million 
Americans  without  health  insurance,  but  because  we,  the  United  States  Congress,  have 
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allowed  fraud  and  abuse  to  infect  the  already  overburdened  and  wasteful  Medicaid  system. 
Part  of  our  health  care  problem  is  that  the  American  taxpayers  continue  to  pour  billions  of 
their  hard  earned  dollars  into  programs  designed  to  benefit  the  poor  and  needy  that  actually 
support  a  system  that  bleeds  our  wallets  dry  while  providing  minimal  comfort  to  Medicaid 
patients  at  best. 

The  NEMT  is  a  nonessential  program  that  provides  federally  subsidized 
transportation  for  Medicaid  recipients  to  receive  additional  benefits.   Such  services  include 
rides  to  and  from  a  doctor's  office  for  check-ups  or  to  pick  up  prescription  medicine. 
However,  today  these  services  somehow  include  rides  to  grocery  stores,  convenience  stores 
and  shopping  malls.    What  was  once  another  generous  federal  entitlement  has  essentially 
become  a  taxpayer  JUnded  taxi  service  that  is  laden  with  abuse.    In  fact,  since  1975,  federal 
non-emergency  medical  transportation  expenditures  have  escalated  from  $300  million  to 
roughly  $3  BILLION  in  1991.    In  Louisiana  alone,  non-emergency  medical  transportation 
expenditures  have  risen  from  $800,000  in  1979  to  $70  MILLION  in  1993  (that  reflects  an 
average  that  is  3  times  more  than  federal  expenditures  on  emergency  transportation)! 

My  measure  will  not  prohibit  states  from  offering  transportation  services  under  their 
own  maintenance;  rather,  it  will  remove  all  federal  participation  and  federal  spending,  thus 
saving  billions  in  health  care  dollars.    In  fact,  the  elimination  of  non-emergency  medical 
transportation  will  mean  more  funding  for  rejil  health  care  delivery  to  help  community 
hospitals,  provide  subsidies  for  small  businesses,  create  grants  for  facilities  in  underserved 
areas,  conduct  medical  research,  as  well  as  other  much  needed  services. 

It  is  important  that  we  continue  to  pay  close  attention  to  the  "smaller"  issues  of 
health  care  reform  like  medical  transportation,  because  what  might  seem  insignificant  to 
Washington  bureaucrats  may  prove  to  have  larger  consequences  on  actual  health  care 
delivery.    Furthermore,  if  Congress  passes  any  health  care  reform  package  that  tolerates 
continued  fraud  and  abuse,  we  will  be  back  at  the  table  in  the  very  near  future  to  fix  yet 
another  overgrown,  out-of-control,  ailing  health  care  system.    I  urge  you  to  cosponsor  this 
important  and  symbolic  legislation. 
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STATEMENT  OF  REPRESENTATIVE  SAM  JOHNSON 

THANK  YOU  MR.  CHAIRMAN. 

I  WOULD  LIKE  TO  WELCOME  THE  WITNESSES  HERE  TODAY. 
I  LOOK  FORWARD  TO  OUR  PANEL'S  DISCUSSION  OF  THE 
EFFECTS  OF  HEALTH  CARE  COSTS  ON  THE  ABILITY  OF 
AMERICA'S  BUSINESSES  TO  COMPETE  INTERNATIONALLY. 

MANY  OF  MY  CONSTITUENTS  WHO  OWN  SMALL  BUSINESSES 
HAVE  CONTACTED  ME  WITH  THEIR  CONCERNS  ABOUT 
HEALTH  CARE  REFORM.  THEY  AGREE  THAT  RISING  COSTS 
THREATEN  THEIR  ABILITY  TO  PURCHASE  HEALTH  CARE  FOR 
THEMSELVES  AND  THEIR  WORKERS.  AT  THE  SAME  TIME, 
THEY  ARE  SKEPTICAL  OF  GOVERNMENT  SOLUTIONS 
PROPOSED  IN  WASHINGTON  ™  AND  WITH  GOOD  REASON. 

ONE  OF  THEIR  MAJOR  CONCERNS  IS  GOVERNMENT  IMPOSED 
EMPLOYER  MANDATES.  SUCH  MANDATES  WOULD  BE 
DETRIMENTAL  TO  THE  GROWTH  OF  SMALL  BUSINESSES  AND 
TO  THE  FUTURE  OF  U.S.  COMPETITIVENESS  IN  AN 
INTERNATIONAL  MARKET. 
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SMA1.L  BUSINESSES  CANNOT  BE  EXPECTED  TO  SHOULDER 
THE  RESPONSIBILITY  OF  PROVIDING  NATIONAL  HEALTH 
CARE.  ALTHOUGH  THERE  HAS  BEEN  MUCH  TALK  OF 
SUBSIDIES  FOR  SMALL  BUSINESSES,  THESE  SUBSIDIES 
DISCOURAGE  BUSINESSES  FROM  GROWTH  AND  EXPANSION. 
IF  AN  EMPLOYER  KNOWS  THAT  HIRING  ANOTHER  EMPLOYEE 
WILL  RESULT  IN  THE  BUSINESS  LOSING  ITS  SUBSIDY,  THE 
INCENTIVE  IS  TO  NOT  HIRE  MORE  EMPLOYEES. 

SMALL  BUSINESSES  NEED  INCENTIVES  TO  EXPAND  AND  BUILD 
RATHER  THAN  BECOMING  STAGNANT  BECAUSE  THEY 
CANNOT  AFFORD  HEALTH  CARE  COSTS.  THE  WAY  TO 
CONTROL  HEALTH  CARE  COSTS  IS  THROUGH  INSURANCE, 
REGULATORY,  LEGAL  AND  TAX  POLICY  REFORM.  THESE 
REFORM  MEASURES  HAVE  WIDESPREAD  SUPPORT 
THROUGHOUT  THE  CONGRESS  AND  AMERICA  AND  WILL 
CONTRIBUTE  TO  U.S.  COMPETITIVENESS  BY  HELPING 
BUSINESSES  RATHER  THAN  HURTING  THEM. 
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BY  WORKING  WITH  BUSINESSES  INSTEAD  OF  AGAINST  THEM, 
WE  CAN  DEVELOP  REFORM  MEASURES  THAT  WON'T  DESTROY 
THE  BEST  HEALTH  CARE  SYSTEM  IN  THE  WORLD  AND  WILL 
KEEP  AMERICAN  BUSINESSES  COMPETITIVE 
INTERNATIONALLY. 
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STATEMENT  OF  CONGRESSMAN  JAY  KIM 

HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

JUNE  15,  1994 


Mr  Chairman,  Mrs.  Meyers,  I  commend  you  for  holding 
this  hearing  today.  I  can  think  of  few  topics  more 
relevant  to  the  owners  and  employees  of  small 
businesses  than  health  care  reform... 

I  think  that  most  of  us  here  today  would  agree  that  our 
current  health  care  system  is  placing  a  significant  drag 
on  the  competitiveness  of  American  industry. 
Skyrocketing  health  care  costs,  labor  market  distortions 
caused  by  lack  of  insurance  portability,  and  a  labor  force 
which  is  not  as  healthy  as  it  should  be,  are  all 
diminishing  the  ability  of  U.S.  companies  to  compete 
both  in  international  markets  and  here  at  home. 

However,  employer  mandates  do  not  present  a  solution 
to  these  problems.    In  fact,  mandates,  as  proposed  by 
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the  Clinton  Administration,  would  only  shift  the  burden 
of  the  problems  in  our  health  care  system  from  big 
business  to  small  business.  The  Clinton  plan,  by 
capping  employer  liability  at  7.9%,  gives  an  enormous 
windfall  to  large  businesses  and  corporations,  many  of 
whom  are  currently  spending  up  to  14%  of  payroll  on 
health  costs.  At  the  same  time,  the  plan  would  impose 
an  enormous  new  financial  liability  on  small  businesses, 
many  of  whom  currently  cannot  afford  to  provide 
insurance.  The  result  will  be  a  substantial  windfall  for 
big  business,  while  small  business  is  forced  to  shoulder 
most  of  the  responsibility  for  bringing  millions  of 
Americans  into  the  health  care  system. 

The  fact  is  that  there  are  many  positive  reforms  which 
we  could  undertake  that  would  benefit  both  small 
business  and  big  business.  Such  alternative  solutions 
include:  Reform  of  insurance  underwriting  laws  to  make 
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insurance  guaranteed  renewable  and  to  eliminate  pre- 
existing condition  exclusions,  establishment  of  voluntary 
purchasing  pools  for  small  businesses,  reform  of  the 
costly  malpractice  system,  and  the  establishment  of  tax- 
free  Medisave  accounts.  These  reforms  would  make 
health  care  both  more  accessible  and  more  affordable  for 
most  Americans  and  would  make  it  more  economical  for 
all  businesses  to  provide  health  insurance  for  their 
employees.  In  doing  so,  these  incremental  reforms 
would  remove  much  of  the  competitive  burden  that  our 
health  care  system  is  placing  on  American  companies 
without  imposing  unfair  new  burdens  on  small 
businesses. 

This  being  said,  I  look  forward  to  hearing  from  our 
distinguished  panel  of  witnesses  on  this  issue.  Thank 
you,  Mr.  Chairman. 
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STATEMENT  BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

THE  HONORABLE  MARJORIE  MARGOLIES-MEZVINSKY 

JUNE  15,  1994 


I  JOIN  THE  CHAIRMAN  IN  WELCOMING  THIS  MORNING'S  WITNESSES.   I  THANK 
YOU  MR.  CHAIRMAN  FOR  HOLDING  THESE  HEARINGS  THIS  MORNING  ON  WHAT  I 
CONSIDER  TO  BE  ONE  OF  THE  MOST  IMPORTANT  ISSUES  FACING  THE  SMALL 
BUSINESS  COMMtJNITY  TODAY.   I  THINK  THAT  THE  ISSUE  WE  ARE  DISCUSSING 
THIS  MORNING  IS  VERY  IMPORTANT.   VERY  IMPORTANT  TO  THE  SMALL 
BUSINESS  COMMUNITY  AROUND  THE  NATION  AND  MORE  SPECIFICALLY  TO  THE 
SMALL  BUSINESS  COMMUNITY  IN  MONTGOMERY  COUNTY,  PENNSYLVANIA. 

THERE  ARE  MANY  SMALL  BUSINESSES  IN  OUR  DISTRICT  IN  PENNSYLVANIA,  AND 
AS  THE  CHAIRMAN  KNOWS,  THEY  ACCOUNT  FOR  THE  MAJORITY  OF  JOB  CREATION 
AND  BUSINESS  ACTIVITY  IN  OITR  AREA. 

I  HAVE  REVIEWED  THE  COMPETITIVENESS  POLICY  COUNCIL'S  REPORT  TO 
CONGRESS  AND  I  AGREE  THAT  "AS  A  SECTOR  RESPONSIBLE  FOR  14  PERCENT  OF 
GDP,  HEALTH  CARE  INFLUENCES  EVERY  ASPECT  OF  THE  US  ECONOMY.  .  .AND  IS 
DESERVING  [OF]  PRIORITY  ATTENTION" . 

THERE  ARE  A  COUPLE  OF  ISSUES  THAT  I  WOULD  LIKE  TO  ADDRESS  IN 
RELATION  TO  COMPETITIVENESS,  AND  HOW  WE  COULD  FOCUS  SOME  ATTENTION 
ON  BEING  MORE  COMPETITIVE  THROUGH  PROVIDING  A  BETTER  HEALTH  CARE 
SYSTEM . 

I  FEEL  THAT  THE  ISSUES  OF  PREVENTIVE  CARE,  THE  IDEA  OF  COST 
SHIFTING,  AND  THE  IDEA  OF  EQUITABLE  PAYMENT  BY  BUSINESSES  ARE 
IMPORTANT.   I  HOPE  THAT  THESE  ISSUES  ARE  FOCUSED  UPON  AND  DISCUSSED 
THIS  MORNING. 

I  FEEL  THAT  WE  WILL  BECOME  MORE  COMPETITIVE  IF  WE  CAN  FIND  SOLUTIONS 
TO  THESE  ISSUES  OF  OUR  HEALTH  CARE  SYSTEM. 

I  THANK  YOU  FOR  BEING  HERE  THIS  MORNING  AND  LOOK  FORWARD  TO  HEARING 
WHAT  YOU  HAVE  TO  SAY. 
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Statement  of 

REP.  JOHN  J.  LaFALCE,  CHAIRMAN 

COMMITTEE  ON  SMALL  BUSINESS 
U.S.  HOUSE  OF  REPRESENTATIVES 

Hearing  on 
HEALTH  CARE  REFORM  AND  U.S.  COMPETITIVENESS 

June  15,  1994 

Today's  hearing  continues  the  Small  Business  Committee's  inquiry  into  key  economic  and 
business  issues  in  health  care  reform.  In  prior  hearings,  the  Committee  has  investigated  the  small 
business  community's  perspective  on  health  care  reform,  the  impact  of  President  Clinton's  Health 
Security  Act  proposal  on  small  business,  the  structure  and  benefits  of  health  insurance  alliances 
and  the  experience  with  employer  mandates  in  Hawaii's  State  Health  Insurance  Program.  This 
morning  the  Committee  will  analyze  the  implications  of  health  care  spending  and  health  care 
reform  for  U.S.  competitiveness  generally  and  the  competitiveness  of  individual  companies. 

There  has  been  considerable  debate  as  to  whether  high  and  rapidly  escalating  health  care 
costs  damage  the  competitive  position  of  individual  U.S.  companies.  Business  executives  have 
often  cited  high  health  care  costs  as  undermining  their  ability  to  compete  with  foreign  companies. 
The  problem  is  cited  as  particularly  significant  for  smaller  businesses  which  can  experience 
health  care  costs  30-50  percent  higher  dian  those  of  larger  firms. 

Some  economists,  on  the  other  hand,  have  tended  to  minimize  the  impact  of  health  care 
spending  on  the  competitive  position  of  individual  companies.  Instead,  they  cite  the  macro 
economic  implications  of  health  care  spending  for  savings,  investment,  government  deficits  and 
interests  rates  as  far  more  significant  in  determining  the  competitiveness  of  U.S.  businesses 
generally. 

Until  recentiy  there  has  been  littie  research  available  on  the  competitiveness  implications 
of  health  care  spending  to  help  us  analyze  this  important  issue.  With  health  care  spending 
accounting  for  over  14  percent  of  GDP,  and  influencing  almost  every  sector  of  our  nation's 
economy,  this  is  a  significant  oversight  that  has  hampered  our  understanding  of  both  health  care 
financing  and  broader  competitiveness  policy. 

Fortunately,  Congress  responded  to  this  and  other  shortcomings  in  our  understanding  of 
competitiveness  issues  by  passing  legislation  1  introduced  to  create  the  Competitiveness  Policy 
Council.  Since  beginning  operations  in  June  1991,  the  Council  has  moved  aggressively  to 
analyze  the  competitiveness  challenges  facing  the  U.S.  economy  and  to  recommend  strategies  and 
policies  to  meet  these  challenges. 

In  its  First  Annual  Report  in  1992,  the  Council  identified  health  care  costs  as  one  of  six 
issues  relating  to  U.S.  competitiveness  that  warranted  the  "priority  attention"  of  the  President  and 
Congress.    The  Council  then  commissioned  two  broad  studies  to  analyze  the  competitiveness 
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implications  of  health  care  spending  and  health  care  refonn.  These  studies  form  the  basis  for  the 
findings  and  recommendations  included  in  the  CouncU's  recent  Third  Annual  Report,  which  gives 
priority  focus  to  the  issue  of  health  care  reform  and  U.S.  competitiveness. 

As  the  author  of  the  original  legislation  that  created  the  Competitiveness  Policy  Council. 
I  take  great  personal  satisfaction  and  pride  in  the  Council's  efforts  and  achievements.  The 
Council  and  its  efforts  on  behalf  of  U.S.  competitiveness  are  the  culmination  of  more  than  a 
decade  of  efforts  by  me  and  others  who  have  sought  to  push  competitiveness  issues  to  the 
forefront  of  our  national  agenda. 

In  1983,  as  Chairman  of  the  Banking  Subcommittee  on  Economic  Stabilization,  1  held  an 
extensive  series  of  hearings  on  the  competitiveness  problems  facing  the  United  States.  It  was 
my  view  at  that  time  that  America's  predominant  economic  position  in  the  world  was  in  jeopardy 
and  that  the  consequences  of  continued  decline  in  our  industrial  competitiveness  would  be  a 
permanently  dislocated  work  force  and  a  reduced  standard  of  living  for  the  great  majority  of 
Americans.  These  problems  are  even  more  critical  today  than  they  were  a  decade  ago  when  1 
first  recommended  the  creation  of  a  Competitiveness  Council. 

It  is  interesting  to  note  that  when  I  held  these  hearings  ten  years  ago  the  witnesses 
included  a  core  group  of  people  who  shared  my  belief  that  the  nation  needed  a  competitiveness 
strategy  to  develop  a  strong,  growth-oriented  economy.  They  included  then-Governor  Bill 
Clinton,  Laura  D'Andrea  Tyson,  Robert  Reich,  Ira  Magaziner  and  Lester  Thurow.  These  same 
people  are  now  actively  involved  in  shaping  a  competitiveness  strategy  for  this  country.  And  the 
Competitiveness  Policy  Council  is  playing  a  central  role  in  these  efforts,  with  a  number  of  its 
initial  recommendations  adopted  and  implemented  by  the  Clinton  Administration. 

There  is  little  coincidence  in  the  fact  that  the  Clinton  Administration  is  now  pursuing 
health  care  reform  as  both  a  major  social  policy  initiative  and  as  an  important  competitiveness 
policy  objective.  The  Council  has  endeavored  to  show  that  health  care  is  a  major  economic 
sector  which  influences  virtually  every  aspect  of  our  domestic  economy  and  our  relations  with 
foreign  competitors.  Its  Third  Annual  Report  highlights  how  health  care  spending  has  adversely 
affected  U.S.  competitiveness  and  oudines  how  health  care  reform  can  help  enhance  efficiency 
and  competitiveness  throughout  the  economy. 

The  purpose  of  today's  hearing  is  to  analyze  the  Competitiveness  Policy  Council's 
findings  and  recommendations  relating  to  the  impact  of  health  care  spending  and  health  care 
reform  on  U.S.  competitiveness.  The  hearing  will  also  review  the  findings  of  the  two  reports  that 
provide  the  basis  for  the  Council's  findings  and  recommendations. 

We  are  fortunate  to  have  as  witnesses  for  today's  hearing  a  very  distinguished  panel  of 
economists.  First,  we  will  hear  from  Fred  Bergsten,  Chairman  of  the  Competitiveness  Policy 
Council  and  Director  of  the  Institute  for  International  Economics.  Joining  Dr.  Bergsten  will  be 
Barry  Bosworth,  a  Senior  Fellow  with  the  Brookings  Institution  and  former  Director  of  the 
Council  of  Wage  and  Price  Subility  under  President  Carter,  who  is  the  author,  with  Henry  Aaron, 
of  the  study,  "Health  Care  Reform  and  U.S.  Competitiveness."  We  will  also  hear  from  John 
Sheils,  Vice  President  of  the  research  firm,  Lewin-VHl,  Inc.,  of  Fairfax,  Virginia,  and  a  principal 
author  of  the  study  "The  Impact  of  the  Health  Security  Act  on  Firms  Competing  in  International 
Markets." 


504 


HEALTH  CARE  REFORM 
\ND  US  COMPETITIVENESS 


PAPERS  COMMISSIONED 

BY  THE  COMPETITIVENESS 

POUCY  COUNCIL 


MAY1994 


505 


Competitiveness  Policy  Council 

The  Competitiveiua  Polity  was  ettaUisbeJ  by  Cmgna  in  the  Omnibus  Tradt  and  Competitiveness  Act  of  1988. 
It  is  an  independent  federal  advisory  committee  reporting  to  both  the  President  and  Congress. 


Appointed  by  the  President 

Albert  Shanker*  (Labor) 

President 

American  Federation  of  Teachers 


Alexander  Trowbridge*  (Business) 

President 

Trowbridge  Partners 

Laura  D'Andrea  Tyson  (Government) 

Chair 

Council  of  Economic  Advisers 

Edward  O.  Vetter*  (PuUicInterest) 

President 

Edward  O.  Vetter  and  Associates 

*  AfpoteBd  bf  Pmidcfli  Btaii 


Appointed  by  tiw  tenrtei 

Rand  V.  Araskog  (Business) 
Chairman  and  CEO 
111  Corporation 

John  Barry  (Labor) 
President 

International  Brotherhood 
of  Electrical  Workers 


Appointed  by  the  Honse  of 
Representatives: 


C.  Fred  Bergsten,  Chairman 

(Public  Interest) 

Director 

Institute  for  International  Economics 

John  J.  Murphy  (Bttsiness) 
Chairman  and  CEO 
Dresser  Industries,  Inc. 

Edward  V.  Regan  (Government) 
Former  Comptroller 
Sute  of  New  York 

Lyim  R.  Williams  (Labor) 

President 

United  Steelworlcers  of  America 


William  Graves  (Gmemment) 
Secretary  of  State 
State  of  Kansas 


Bruce  Scott  (Public  Interest) 
Professor  of  Business  Administration 
Harvard  Business  School 


506 
Table  of  Contents 


"Health  Care  Reform  and  US  Competitiveness" 
excerpt  from  Promotinc  Long-Term  Prosperity.  Third  Report  to  the  President  and  Congress, 
Competitiveness  Policy  Council,  May  1994 


Health  Care  Financing  and  International  Competitiveness 
by  Henry  Aaron  and  Barry  Bosworth,  The  Brookings  Institution 


The  Impact  of  the  Health  Security  Act  on  Firms  Competing  in  International  Markets 
by  Lewin-VHI,  Inc. 


507 


Health  Care 
Reform  and  US 
Competitiveness 


As  a  sector  responsible  for  14  percent  of  GDP,  health 
care  influences  every  aspect  of  the  US  economy. 
Accordingly,  in  its  First  Report,  the  Council  identi- 
fied health  care  reform  as  an  area  deserving  priority  attention. 
Because  of  its  enormous  and  growing  impact  on  the  economy 
and  the  federal  budget,  the  Council  concluded  that  the 
.  "national  objective  should  be  the  achievement  of  world-class 
health  care  for  all  Americans  at  a  cost  to  the  economy  that  is 
comparable  to  other  major  industrial  coimtries."'  Given  the 
rapidly  shifting  nature  of  the  policy  discussion,  the  Council 
decided  to  defer  its  consideration  \mtil  the  Administration's 
reform  proposal  and  other  detailed  proposals  were  was  pre- 
sented for  policy  debate.  * 
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The  Council  is  interested  in  the 
impact  of  health  care  reform  on  the 
economy  as  a  whole  as  well  as  on 
the  labor  market,  the  trade  balance, 
and  particular  industries.  Each  of 
these  is  discussed  below.' 


Health  Care  and  the 
Economy 


s 


Health  care  costs  in  the  United 
LStates  are  higher  and  are 
rising  more  rapidly  than  in  all  of  our 
major  trading  parmers.    Unfortu- 
nately, there  is  no  evidence  that  our 
citizens  are  commensurately  health- 
ier.   Although  there  is  no  apparent 
relationship  between  health  care 
expenditures  and  predicted  life 
expectancy  among  the  industrialized 
countries,  the  United  States  is  a 
clear  outher  with  extremely  high 
health  care  expenditures  and  lower 
than  average  predicted  life 
expectancy.' 

This  leads  the  Council  to  beheve 
that  health  care  costs  are  diverting 
resources  from  other  parts  of  the 
private  economy  where  they  could 
be  used  more  productively  and 
thereby  improve  the  overall 
competitiveness  of  the  country.    In 
the  absence  of  reform,  the  health 
share  of  GDP  is  projected  to  rise 
'■        from  its  current  14  percent  level  to 
around  17  percent  in  2000.    None 
of  the  reform  proposals  being  dis- 


cussed, including  the  Administra- 
tion's, promise  to  freeze  the  current 
share  of  GDP  devoted  to  health 
care.   They  would  only  slow  the 
rate  of  growth  beginning  in  2000, 
resulting  in  a  lower  health  share  of 
GDP  after  2000  than  would  occur 
under  present  law.   This  would  be  a 
significant  achievement,  but  the 
Council  believes  that  the  nation 
may  eventually  have  to  aim  to  reduce 
the  share  of  GDP  devoted  to  health 
care.    In  addition,  all  budget  esti- 
mates on  health  care  reform  are 
subject  to  a  great  degree  of  uncer- 
tainty. 

Evaluating  the  impact  of  health 
care  reform  requires  a  consideration 
of  both  the  short  term  and  the  long 
term.    In  the  short  term,  the  federal 
deficit  is  likely  to  rise  slighdy  higher 
with  reform  than  it  would  under 
current  law.   This  could  further 
reduce  national  saving.    In  the  long 
run  (after  2004),  the  various  plans 
being  discussed  aim  to  reduce  the 
federal  deficit  below  the  current-law 
baseline  and  contribute  to  raising 
national  saving  and  investment   As 
we  stated  in  our  First  and  Second 
Reports,  federal  policy  often  has  a 
built-in  bias  against  long  run  con- 
siderations.   For  health  care 
reform,  we  believe  that  the  proper 
target  is  getting  control  of  the 
system's  costs  over  the  long  run. 
Therefore,  in  comparing  reform 
alternatives,  Congress  and  the 
American  people  should  give  more 


weight  to  the  long  term  deficit 
imphcations  than  to  the  impact  on 
the  deficit  over  the  next  few  years. 

If  health  care  costs  were  frozen 
at  approximately  the  current  level  of 
spending,  averting  a  projected 
increase  to  16  percent  of  GDP  by 
1997,  $125  biUion  (in  1997  dollars) 
could  be  redeployed  to  non-health 
purposes.    Such  a  reduction  in 
projected  health  care  spending 
would  not  change  national  income 
but  the  "reform  dividend"  could 
have  a  significant  positive  effect  on 
competitiveness,  depending  on  the 
extent  to  which  the  freed-up 
resources  were  reallocated  to  pro- 
ductivity-enhancing investment. 
Companies  could  invest  some  of 
their  reform  dividend  in  research, 
while  individuals  could  devote  some 
of  their  ensuing  higher  wages  to 
personal  saving.  The  reduction  in 
the  share  of  employee  compensa- 
tion attributed  to  health  care  could 
be  matched  by  an  increase  in  the 
share  going  to  pensions,  further 
increasing  national  saving.    Lower 
federal  spending  on  health  could 
enable  the  federal  government  to 
reduce  the  deficit,  leading  to  a  fur- 
ther improvement  in  national  sav- 
ing.   Lower  health  care  costs  could 
also  make  the  United  States  more 
attractive  to  job-creating  foreign 
investors.' 

In  the  absence  of  changes  in  indi- 
vidual saving,  business  investment, 
or  government  dissaving,  large 
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effects  on  competitiveness  cannot 
be  anticipated.    But  the  way  in 
which  the  reform  is  carried  out 
could  lead  to  some  effects  on  com- 
f>etitiveness.    Given  the  large  size 
of  the  health  care  sector,  even  small 
effects  can  be  significant  when 
amplified  across  the  economy. 


Health  Care  and  the 
Labor  Market 


The  biggest  stake  workers  have 
in  health  care  reform  is  in 
gaining  access  to  quality  health  care. 
Tliere  is  enormous  benefit  to  such 
health  security,  both  to  workers  and 
to  the  long-term  efficiency  and  flex- 
ibility of  the  US  economy  as  a  result 
of  the  greater  mobility  of  workers 
no  longer  dependent  on  their  cur- 
rent employers  for  health  care  ben- 
efits.   The  Administration  and 
Congress  need  to  ensure  that  any 
further  health  insurance  subsidies 
provided  for  low-income  individuals 
do  not  create  new  disincentives  pre- 
venting the  poor  fi-om  taking  jobs. 

If  the  rate  of  increase  in  total 
health  costs  is  reined  in,  workers 
will  also  benefit  as  consumers. 
Health  care  reform  may  also  permit 
unionized  workers  and  management 
to  shift  their  focus  to  other  work- 
place issues;  disputes  over  health 
care  benefits  have  been  a  leading 
cause  of  labor-management  disputes 


and  strikes. 

Most  analysts  now  agree  that  the 
burden  of  the  current  employer- 
based  health  care  system  is  borne 
primarily  by  workers  in  the  form  of 
lower  wages.  Increases  in  health 
care  costs  in  recent  years  have  eaten 
into  employee  wages  and  other  ben- 
efits.' In  fact,  rising  health  care 
costs  in  recent  years  may  help 
explain  some  of  the  decline  in  real 
wages  over  the  same  pyeriod.  Had 
employer  s]>ending  on  health  care 
been  considered  as  "imputed 
income,"  the  fall  in  cash  earnings 
would  not  have  been  as  steep.  [Fig- 
ure 6] 

In  addition  to  its  impact  on 
wages,  the  current  health  care  sys- 
tem has  contributed  to  a  two-tier 
job  market  While  employers  are 
not  currently  required  to  provide 
health  insurance,  many  do.  lb 
avoid  incurring  greater  costs, 
employers  sometimes  hire  new 
workers  as  temporaries  or  via  tem- 
porary worker  services  to  avoid 
incurring  current  and  future  health 
care  obligations.  The  increased  use 
of  temporary  workers  can  be  a 
result  of  many  factors,  such  as 
industry  restructuring,  a  desire  for 
more  flexible  work  teams  or  the 
choice  of  individuals  who  do  not 
wish  to  work  full  time.  But  to  the 
extent  that  health  insurance  plays  a 
role,  the  rehance  on  temporary 
workers  is  a  negative  hctor  for  the 
labor  market  as  a  whole.  In  addi- 


Figure  6 

Cash  Earnings  and  Employei^Paid 

Health  Care  Benefits 
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tion  to  working  with  little  security 
and  few  benefits,  temporary  workers 
often  do  not  receive  adequate  train- 
ing, are  not  fully  integrated  into  the 
workplace,  and  therefore  are  not 
able  to  contribute  fiilly.  A  national 
workplace  distorted  by  the  health 
insurance  system  cannot  meet  high 
performance  standards. 

The  health  care  system  may  also 
exacerbate  problems  with  the  cur- 
rent welfare  system.  Under  the 
existing  system,  some  low-income 
individuals  may  face  a  perverse  dis- 
incentive, preventing  them  firom 
taking  a  job  lest  they  lose  their 
Medicaid  benefiis.  According  to 
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the  CBO,  the  Administration's 
proposal  is  projected  to  increase  die 
labor  force  partjcipation  of  welfare 
recipients.  Such  a  "liberating" 
effect  could  assist  in  the  welfare 
reform  process.  On  die  odier  hand, 
an  employer  mandate,  by  raising 
labor  costs  (at  least  temporarily), 
could  reduce  the  demand  for 
workers. 

The  current  health  system  causes 
large  cost  shifting.  The  firms  that 
provide  health  insurance  pay  not 
only  for  their  workers,  but  often 
also  for  spouses  working  elsewhere 
without  health  insurance.  In 
addition,  small  companies  that  pro- 
vide insurance  may  pay  very  high 
rates  due  to  the  absence  of  commu- 
nity rating.  Both  forms  of  cost 
shifting  may  distort  competitiveness 
in  favor  of  firms  that  do  not  pay 
health  care  costs.  Thus,  die  current 
situation  is  unsustainable. 

Reform  of  the  magnitude  needed 
will  certainly  have  an  impact  on 
health  care-related  industries,  for 
example,  the  healdi  care  equipment 
and  pharmaceutical  industries, 
which  are  among  the  strongest 
export  industries.   The  Council 
believes  that  the  competitiveness 
impact  of  systemic  reform  on  the 
health  care  industry  should  also  be 
considered. 


Health  Care  and 
International  Trade 

The  effect  of  health  care  refbnn 
on  international  trade  will 
occur  mainly  through  its  effect  on 
federal  spending  and  national 
saving.  If  health  reform  prevents 
the  budget  deficit  from  rising  in 
future  years,  that  will  boost  saving 
and  should  improve  the  balance  of 
trade.  If,  as  analysis  suggests, 
increases  in  health  care  costs  are 
borne  primarily  by  workers,  then 
US  exports  do  not  carry  a  higher 
price  due  to  health  care  costs.' 

In  addition  to  any  overall  effect 
on  the  trade  deficit,  the  composi- 
tion of  the  economy  and  trade  could 
change  under  reform.  The  present 
system  of  rising,  uncontrolled 
health  care  costs  falls  most  heavily 
on  large  firms,  many  of  which  are 
strong  exporters.  Industries  such  as 
mining,  primary  metal,  transport 
equipment,  chemical  products  and 
petroleum  products  spend  more 
than  twice  the  national  average  of 
health  care  costs  per  worker.'" 
Reform  of  our  current  health  care 
system  could  help  ease  the  burden 
being  placed  on  these  industries. 

Most  of  the  cost  savings  resulting 
from  reform  are  concentrated  in  the 
top  twenty  export  industries,  where 
firms  could  gain  an  average  of  $439 
per  worker.  Manufacturers  that 
currendy  offer  insurance  would  gain 


an  average  of  $26  J  per  worker,  as 
many  of  these  industries  already 
provide  health  care  coverage  both 
to  their  own  workers  and  to  their 
workers'  relatives  who  are  not 
covered  by  smaller  employers. 
Manufacturing  firms  which  do  not 
currendy  insure  their  workers  will 
have  to  pay  an  additional  $1,726  per 
worker.   This  is  compared  to  the 
average  net  cost  per  worker  for  all 
firms,  which  is  estimated  to  be 
$3 19."  It  is  not  clear  what  effect 
health  reform  will  have  on  health- 
care related  export  industries  such 
as  equipment  and  pharmaceuticals 
which  may  benefit  from  the  increas- 
ing spending  on  health  services  and 
may  be  hurt  by  utilization  controls. 

Figure? 

Net  Savings  Per  Worker  Under 

Health  Care  Reform 
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Import-sensitive  industries  are 
expected  to  experience  a  modest 
cost  saving  under  the  Administra- 
rion's  plan.  [Figure  7] 


Council's  Observations 


Although  the  Council  has  not 
taken  a  position  on  pending 
health  care  bills,  there  are  several 
points  that  it  wants  to  make  about 
the  current  debate. 

First,  the  Council  supports  the 
availability  of  affordable  high  quali- 
ty medical  services  for  all  Ameri- 
cans. The  current  system  whereby 
some  people  cannot  obtain  coverage 
has  negative  economic,  health,  and 
social  implications.  Any  serious 
health  care  reform  must  address  the 
problem  of  cost  shifting  and  aim 
toward  a  more  equitable  distribu- 
tion of  the  costs  of  providing  health 
care  for  all  our  citizens. 

Second,  many  of  the  reform 
proposals,  including  the  Adminis- 
tration's, are  projected  to  achjeve  a 
lower  growth  path  of  federal  health 
spending  in  the  long-run  (despite  a 
higher  path  in  the  short  run)  than 
the  current  course.    Cost  contain- 
ment through  efficiency  gains  and 
true  cost  reductions,  while  preserv- 
ing the  ability  of  the  industry  to 
continue  iiuiovating,  is  key  to 
insuring  that  reform  does  not  come 
at  the  expense  of  our  competitive- 


ness. By  better  controlling  the  share 
of  government  spending  going  to 
health,  the  reform  would  free  up 
public  resources  for  important 
public  investments  and/or  lowering 
the  federal  deficit  Either  of  these 
outcomes  would  contribute  to 
American  competitiveness. 

Third,  the  current  health  care 
system  is  not  a  static  entity.  Too 
many  analysts  assume  that  the 
features  that  they  like  about  the  cur- 
rent system  are  fixed  and  therefore 
find  fault  with  some  features  of  the 
Administration's  reform  model. 
The  public  should  compare  the 
various  reform  plans  not  to  the  cur- 
rent system  but  rather  to  what  the 
current  system  will  evolve  into  if 
left  unmanaged.  The  problem  of 
medical  overspending  and  inflation 
is  a  national  problem  requiring  a 
national  solution.  At  present, 
employers  who  do  provide  health 
insurance  have  to  spend  an  inordi- 
nate amount  of  time  trying  to 
reduce  their  costs  to  the  extent 
possible."  Many  employers  have 
cut  back  health  services  and  without 
reform  more  will  do  so.  The 
Council  does  not  believe  that  the 
present  system  can  cure  itself  with- 
out changes  in  the  law. 

Fourth,  the  Council  has  adopted 
no  position  on  whether  employers 
should  be  required  to  pay  a  portion 
of  wages  or  salaries  in  the  form  of 
health  care,  but  we  are  very 
troubled  with  the  current  system 
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whereby  some  employers  provide 
health  care  and  others  do  not  This 
leads  to  distortions  in  our  labor 
markets,  the  structure  of  our  econo- 
my, and  our  medical  system. 
Ultimately  it  is  the  worker  who  pays 
for  most  of  the  health  care  system, 
through  lower  wages  and  the  quality 
of  health  care  received,  and  thus  the 
competitiveness  concerns  over  an 
employer  mandate  may  be  exagger- 
ated." Many  of  the  large  companies 
involved  in  the  cradeable  goods  sec- 
tor are  already  providing  health  care 
to  their  employees.  An  employer 
mandate  would  not  hurt  these 
companies;  indeed  it  might  help 
iron  out  some  of  the  distortions 
which  disadvantage  these  companies 
and  may  reduce  future  costs  of 
providing  health  care  insurance.'* 
Mandating  firms  which  do  not 
currendy  provide  health  care  cover- 


age may  result  in  some  short-run 
effects  for  these  firms,  but  these  can 
be  softened  in  a  variety  of  ways. 
Thus,  the  Council  beheves  that  the 
proposal  for  an  employer  mandate 
should  be  decided  on  other  grounds 
such  as  practicality,  equity,  ease  of 
administradon,  and  most  impor- 
tandy,  its  contribution  to  improving 
productivity  and  US  living  stan- 
dards. An  employer  mandate 
should  not  hurt  our  firms  as  they 
compete  in  international  markets. 
Fifth,  the  Council  is  concerned 
about  proposals  which  would  treat 
small  and  large  firms  differendy. 
Government  policies  should  avoid 
creating  incentives  for  firms  to  be 
small,  stay  small  or  become  small. 
Of  course,  the  current  system  puts 
many  small  firms  that  provide 
health  benefits  at  a  disadvantage 
relative  to  larger  firms  because  the 


costs  per  worker  are  disproportion- 
ately large  due  to  the  absence  of 
large  group  rates. 

Sixth,  the  Council  believes  that 
whatever  financing  system  is  chosen 
should  attempt  to  improve  access 
and  utilization  of  preventative 
health  care  services.    By  employing 
more  cost  effective  preventative 
measures,  we  can  avoid  higher  costs 
of  treating  illnesses.  In  spite  of  this, 
childhood  immunization  rates  for 
certain  diseases  have  actually  fallen 
in  recent  years.  A  significant  part  of 
our  current  health  care  expenditures 
are  direcdy  affected  by  drug  abuse, 
smoking,  violence,  AIDS,  teen-age 
pregnancies,  premature  births  and 
other  Ufe-style  and  behavioral 
issues.    Ultimately,  preventative 
health  measures  can  go  a  long  way 
toward  achieving  the  difficult  goal 
of  containing  costs. 
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Health  Care  Financing  and  International 
Competitiveness 

by 
Henry  Aaron  and  Barry  Bosworth 


American  business  executives  often  blame  rapidly  rising  health  care  costs  for  hampering 
their  capacity  to  compete  with  foreign  companies.  Two  characteristics  of  the  US  sys- 
tem create  a  prima  fiacie  case  supporting  this  claim.  The  United  States  spends  more  of  its 
gross  domestic  product  (GDP)  on  health  care  than  does  any  other  country,  and  employers 
shoulder  a  larger  share  of  the  direct  cost  than  do  employers  in  most  other  countries.  To 
make  matters  worse,  health  care  cost  increases  are  unpredictable  and  seemingly  uncontrol- 
lable. Employers  see  these  expenditures  as  adding  to  employment  costs  and  pushing  up  the 
price  of  American  products. 

Economists  typically  see  the  problem  rather  differendy.  Noting  that  health  care  costs  are  just  one 
component  of  the  price  of  hiring  workers,  they  argue  that  employers'  decisions  will  be  based  on  total 
compensation,  while  it  is  the  employee  who  is  interested  in  its  composition.  Employer-provided 
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health  plans  are  attractive  because  they  providegroup  discounts  and  are  excluded  from  personal 
income  taxation.  If  health  care  costs  rise,  economists  argue,  the  growth  of  other  forms  of  compensa- 
tion will  be  slowed,  leaving  total  costs  of  compensation  unchanged.  Through  reductions  in  other 
fringe  benefits  or  lower  take-home  pay,  employees  pay  for  their  own  health  care  costs.  However, 
empirical  studies  that  have  examined  the  incidence  of  employer-provided  benefits  have  found  the  issue 
of  incidence  —  who  ultimately  pays  the  cost  of  the  benefit  —  to  be  far  more  complex  than  this  line  of 
reasoning  suggests.  The  question  becomes  even  more  difficult  when  one  considers  how  health  bene- 
fits affect  employment  and  the  competitive  position  of  individual  companies  and  industries. 
This  report  is  divided  into  four  parts. 

•  Part  I  describes  broad  trends  in  health  care  spending,  insurance  coverage,  and  retiree  health 
care  costs. 

•  Part  n  presents  data  on  the  financing  of  private  health  care.  It  documents  the  importance  of 
employer  payments  for  health  care  as  a  component  of  employee  compensation  and  presents 
international  comparisons. 

•  Part  in  lays  out  the  reasoning  economists  use  to  explain  the  extent  to  which  rising  costs  of 
health  care  influence  the  international  competitiveness  of  US  companies.  This  part  empha 
sizes  the  importance  of  four  underlying  economic  conditions:  whether  and  how  actual  labor 
markets  deviate  from  the  competitive  norm,  how  workers  value  the  health  care  benefits  that 
employers  offer,  whether  exchange  rates  are  fixed  or  flexible,  and  how  health  care  costs  vary 
among  companies. 

•  Part  IV  lays  out  the  plan  presented  by  President  Clinton  and  presents  conclusions  on  the 
likely  effect  of  this  reform  on  US  international  competitiveness. 
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I.  Historical  Trends  in  Healtli  Care  Costs  and  Financing 


The  United  States  spends  for 
more  per  capita  and  devotes  a 
larger  share  of  income  to  health  care 
than  does  any  other  country.  While 
growth  rates  of  health  care  spending 
in  some  other  countries  (Canada,  for 
example)  approach  that  in  the 
United  States,  growth  rates  in  major 
competitors  (Germany,  for  example) 
are  far  lower.  In  any  event,  the  US 
level  of  spending  is  so  much  higher 
that  the  absolute  increase  in  costs  is 
far  larger  here  than  elsewhere. 

Furthermore,  the  US  system  for 
financing  health  care  is  unusually  com- 
plex. It  combines  elements  of  govern- 
ment-provided insurance  for  the  elderly 
and  very  poor  with  an  employment- 
based  system  to  pay  for  most  privately- 
financed  health  care.  Costs  vary  enor- 
mously among  compames.  Some  com- 
panies face  per  worker  costs  several 
times  those  confronting  other  compa- 
nies that  provide  insurance,  and  some 
companies  pay  none  of  the  costs. 
Furthermore,  some  individuals  purchase 
their  own  health  insurance,  and  a  sub- 
stantial number  have  no  insurance  at  all. 


Total  Health  Care 
Spending 

Over  the  past  three  decades, 
health  care  costs  have  consis- 
tently inaeased  at  more  than  twice 
the  rate  of  total  income,  rising  bom 
5  percent  of  GDP  in  1960  to  14  per- 
cent of  GDP  in  1993  (Figure  1). 
The  two  largest  components,  hospi- 
tal charges  and  professional  services 
(mostly  physician  fees),  show  nearly 
equal  percentage  increases.  The 
proportion  of  each  medical  care  dol- 
lar devoted  to  drugs  and  other  goods 
fell,  but  was  of&et  by  a  substantial 
rise  in  the  share  devoted  to  nursing 
home  care  (Figure  2).  The  residual 
category  includes  program  adminis- 
tration, research,  and  construction 
costs. 

Several  factors  have  contributed  to 
the  rapid  growth  in  health  care  costs. 
The  most  important  is  new  technology, 
in  particular  the  growing  capacity  of  the 
medical  profession  to  respond  to  cata- 
strophic illnesses.  Within  just  a  few 


decades,  organ  transplants,  bypass 
surgery,  bone  marrow  transplants,  and 
other  major  medical  interventions  have 
become  commonplace.  Expensive  new 
diagnostic  tests  such  as  magnetic  reso- 
nance imaging,  because  they  are  non- 
invasive, have  led  to  a  vastly  increased 
number  of  tests.  The  importance  of 
high-tech,  high-cost  treatments  is 
reflected  in  the  fact  that  a  tiny  minority 
of  the  population  accounts  for  most 
health  care  outlays,  and  some  evidence 
suggests  that  this  extreme  concentration 
of  medical  care  outlays  is  intensifying. 
One  percent  of  the  population  accounts 
for  30  percent  of  all  outlays,  10  percent 
for  70  percent.  At  the  other  end  of  the 
scale,  half  the  population  accounts  for 
only  3  percent  of  costs.  In  examining 
the  claims  experience  of  two  health 
insurance  companies  we  found  that  half 
of  all  payments  in  1992  were  accounted 
for  by  one  percent  of  the  insured  popu- 
lation at  an  average  per  capita  cost  of 
$25,000.  This  concentration  of  health 
care  outlays  creates  enormous  incentives 
for  private  insurers  to  screen  out  poten- 
tially high-cost  users.  Furthermore, 
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Table  1 

Sources  of  Insurance  Coverage, 

1992 

Persons 

Percent 

(in  millions) 

All  persons 

51.4 

100.0 

Uninsured 

35.4 

14.1 

Insured 

216.0 

85.9 

Sources  of  Insurance:  ' 

Employer  coverage 

39.9 

55.6 

On  own  job 

67,6 

26.9 

As  dependent 

72.3 

28.8 

Retiree  coverage 

10.2 

4.0 

Non-group  coverage31 .3 

12.4 

Medicaid 

27.1 

10.8 

Medicare 

32.9 

13.1 

Military 

9.9 

3.9 

Addenda: 

Multiple  insurance  coverage 

35.2 

14.0 

Soinc  Tibutni  Inxn  Uia  1992  CgnM  PtMOtM  Smw  b)  IMto-VH 

•  liictaM(>««ii»tliaull|ilic(nsig«. 

because  the  costs  of  catastrophic  care 
are  so  large,  changes  in  the  incentives  to 
individuals  to  seek  medical  care  or  to 
shop  more  wisely  are  hlcely  to  have  only 
small  effects  on  total  costs. 

To  date,  the  aging  of  the  population 
has  pushed  up  health  care  costs  only 
slightly.  Health  care  spending  does  vary 
dramatically  among  age  groups:  costs 
for  the  average  person  over  age  65 
exceed  those  of  persons  aged  19  to  64 
by  a  factor  of  5.5,  and  per  capita  spend- 


ing on  children  under  19  years  of  age  is 
only  half  that  for  persons  aged  19  to  64. 
There  has  been  very  Uttle  net  change  in 
the  average  age  of  the  population,  how- 
ever. This  pattern  will  continue  for 
some  time  into  the  fiiture.  By  itself, 
population  aging  will  push  up  acute  care 
health  spending  at  most  by  less  than  2 
percent  of  GDP  over  the  next  three 
decades. 

The  cost  of  malpractice  insurance  is 
a  third  faaor  often  mentioned  as 


responsible  for  rising  costs.  Direct 
expenditures  on  malpractice  insurance 
are  a  small  part  of  total  health  care 
costs,  less  than  one  percent;  but  the  tort 
system  does  reinforce  the  pressures  on 
health-care  providers  to  exhaust  all 
options,  even  those  that  involve  high 
costs  and  low  probabiUties  of  success. 
Studies  suggest  that  defensive  medicine 
may  boost  health  care  spending  by  a 
total  of  roughly  3  percent 

Financing 

The  financing  of  health  care  has 
changed  in  important  ways 
over  the  past  three  decades  (Figure 
3).  The  share  of  costs  paid  out-of- 
pocket  by  consumers  has  fallen  and 
the  share  financed  through  employ- 
er-provided health  plans  has  risen. 
Also,  beginning  in  the  mid-1960s, 
government  assumed  a  major  role  in 
providing  health  care  for  the  elderly 
and  disabled  through  Medicare  and 
for  the  poor  through  Medicaid. 
Medicare  hospital  benefits  are  large- 
ly financed  through  earmarked  pay- 
roll taxes,  while  Medicaid  and 
Medicare  physician  benefits  are 
financed  mostly  through  the  general 
funds  of  the  federal  and  state 
governments. 

The  complexity  of  the  financing  sys- 
tem is  reflected  in  Table  1  which  shows 
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the  proportion  of  the  total  population 
obtaining  insurance  from  the  different 
sources.  Employment-related  group 
plans  cover  140  million  people,  slightly 
over  half  of  the  population.  Another  10 
million  are  retired,  but  receive  insur- 
ance coverage  through  a  prior  employ- 
er. Medicare  and  Medicaid  cover 
another  60  million,  and  10  million 
receive  military  benefits.  About  12 
percent  of  the  population,  31  million, 
purchase  insurance  outside  of  any  group 
plan. 

The  wide  variety  of  alternative  fiind- 
ing  sources  in  an  industry  dominated  by 
high  fixed  costs  creates  opportunities 
for  substantial  cost  shifting  among 
client  groups.  Hospitals  can  provide 
care  at  a  reimbursement  rate  above 
direct  costs,  but  below  fiill  unit  costs,  as 
long  as  they  can  charge  others  more 
than  variable  costs.  For  example, 
Medicaid  and  Medicare  pay  hospitals 
less  than  the  full  costs  generated  by 
Medicare  and  Medicaid  patients  because 
Congress  has  restricted  reimbursement 
rates.  As  a  result,  private  payers  must 
pay  more  than  the  full  costs  of  hospital 
care  for  privately  financed  patients. 
Medicaid  payments  are  estimated  to 
cover  about  80  percent,  Medicare  about 
90  percent,  and  private  payers  about  1 30 
percent  of  full  costs.  This  shifting  of 
costs  from  private  to  public  budgets 
represents  a  hidden  tax  in  addition  to 
payroll  and  other  taxes  explicitly 


imposed  to  finance  Medicare  and 
Medicaid.  The  tax  is  paid  by  whomever 
in  the  private  sector  bears  the  burden  of 
paying  for  health  care.  Since  the  mid- 
1970s  »<»/ public  and  ftito/ private  heath 
care  spending  have  increased  at  similar 
rates. 

The  Uninsured 

In  March  1992,  the  Current 
Population  Survey  found  that  35 
million  Americans,  or  about  14  per- 
cent of  the  total  population,  did  not 
have  health  insurance.  TTie  number 
who  lacked  insurance  for  the  full 
year  was  considerably  smaller,  the 
number  without  insurance  at  some 
time  during  the  year,  far  larger. 
Nearly  all  of  the  aged  are  covered  by 
Medicare.  Most  of  the  poor  are 
covered  by  Medicaid.  Hence,  80 
percent  of  the  iminsured,  or  28  mil- 
lion people,  were  in  households  in 
which  the  head  or  spouse  was 
employed  (see  Table  2).  In  some 
cases,  the  employer  did  not  provide 
an  insurance  plan;  in  others, 
employees  were  not  eligible,  chose 
not  to  enroll,  or  refused  dependent 
coverage.  A  significant  number,  7.7 
miUion  were  in  families,  but, 
because  they  were  neither  children 
under  2 1  years  of  age  nor  spouses, 
they  were  not  eligible  for  traditional 


family  insurance  plans.  The  inci- 
dence of  being  iminsured  is  also 
high  among  unrelated  individuals. 
On  a  cychcally  adjusted  basis,  the 
proportion  of  the  total  population 
uninsured  has  risen  gradually  over 
the  last  decade  —  the  uninsured 
population  tends  to  rise  during 
recessions.  The  increase  has 
occurred  despite  liberalizations  in 
Medicaid  coverage,  indicating  a  per- 
ceptible drop  in  the  proportion  of 
the  employed  covered  by  private 
insurance. 

Some  further  characteristics  of  work- 
ers by  health  insurance  status  are  pro- 
vided in  Table  3.  About  28  percent  of 
workers  do  not  have  employer-provided 
insurance  either  through  their  own  job 
or  that  of  their  spouse.  The  proportion 
is  particularly  high  for  workers  in  very 
small  companies,  part-time  workers,  the 
self-  employed,  and  those  earning  less 
than  $250  per  week.  Furthermore,  86 
percent  of  part-time  workers  and  77 
percent  of  workers  employed  by  compa- 
nies with  fewer  than  10  employees  do 
not  receive  insurance  through  their  own 
employer. 

Small  companies  are  particularly 
unlikely  to  offer  health  insurance.  A 
1990  survey  by  the  Health  Insurance 
Association  of  America  found  that  73 
percent  of  companies  with  fewer  than 
ten  employees  did  not  provide  a  health 
insurance  plan  compared  to  2  percent  of 
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Table  2 


Employment  Status  of  Uninsured  Persons,  1992 

(in  millions  of  uninsured) 


Families 
RelatlonsliiD  to  family  head 


All  persons 


Head/spouse 


Other 


Unrelated 
Individual 


Total  population 
Uninsured  persons 
Neither  head  nor 

spouse  worked 
Head  or  spouse  worked 
Full  time 
Part  time 


251.4 
35.4 

7.1 
28.3 
22.0 

6.3 


Source  TMfltRfltf  (rem  a»  1982  Currant  PoputtOcm  Sumy  by  LnriihVKt. 


companies  employing  more  than  100 
workers.  In  part,  these  differences  can 
be  explained  by  the  ha  that  the  varia- 
tion in  expected  premium  costs  is  far 
larger  for  small  than  for  large  compa- 
nies. If  insurers  quote  a  single  rate,  they 
must  price  plans  for  small  companies 
above  prices  for  large  companies  to  off- 
set adverse  selection  and  cover  greater 
administrative  costs.  Insurance  premi- 
ums for  groups  of  fewer  than  ten  people 
are  commonly  25  to  30  percent  above 
those  for  groups  of  50  or  more.  In 
addition,  competition  in  the  small  group 


120.4 
12.4 

2.1 
10.2 
8.0 
2.3 


70.6 
8.6 

1.1 
7.4 
6.1 
1.3 


23.3 
7.7 

2.6 
5.1 
4.1 
1.0 


37.1 
6.7 

1.2 
5.5 
3.8 
1.7 


market  is  also  considerably  weaker  and 
profit  margins  higher  than  in  the  large 
group  market. 

However,  an  explanation  of  the  large 
differences  in  coverage  rates  among 
companies  based  solely  on  prices  would 
require  implausibly  high  assumptions 
about  the  sensitivity  of  insurance  to  its 
price.  Instead,  small  companies  seem  to 
attract  those  workers  who  place  a  rela- 
tively low  value  on  health  insurance  and 
prefer  a  higher  take-home  wage, 
because  they  are  covered  through 
another  family  member  or  are  willing  to 


risk  being  uninsured.  Small  companies 
employ  a  disproportionate  number  of 
low-wage  and  part-time  workers,  and 
they  are  also  less  hkely  than  large  com- 
panies to  offer  other  fiinge  benefits, 
such  as  pensions.  The  demographic 
composition  of  the  work  force  at  small 
companies  is  similar  to  that  of  workers 
who  do  not  take  insurance  when  it  is 
offered  by  their  employer  Additional 
faaors  behind  the  low  rate  of  insiu^nce 
in  small  companies  are  related  to  their 
high  turnover  and  that  of  their  employ- 
ees, and  their  low  rate  of  unionization. 
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Tables 

Health  Insurance  Coverage  of  Workers,  1992 

All  workers 

Workers  covered 

Workers  covered 

Workers  not 

Characteristic 

(in  millions) 

by  own  employer 

by  spouse's  employer 

covered  by  employer 

Percent 

All  workers 

117.4 

57.6 

14.7 

27.7 

Age  of  worker 

Under  19 

1.5 

8.0 

52.8 

39.2 

19-24 

13.9 

38J 

16.4 

45.3 

25  -  44 

65.3 

62.3 

14.2 

23.5 

45-64 

33.1 

62.1 

14.4 

23.5 

65+ 

3.6 

25.1 

6.7 

68.2 

Status  of  worker 

Full-time 

96.1 

67.2 

10.8 

22.0 

Part-time 

21.3 

14.2 

32.3 

53.5 

Number  of  employees  in  firm* 

0  -  9 

22.9 

23.1 

23.6 

53.3 

10-24 

10.1 

45.5 

18.4 

36.1 

25  -  99 

14.8 

56.9 

14.5 

28.6 

100-499 

16.5 

68.1 

12.5 

19.4 

500-999 

6.5 

72.5 

12.1 

15.4 

1,000+ 

44.6 

74.4 

10.3 

15.3 

Class  of  worker* 

Private 

85.8 

59.4 

14.1 

26.5 

Government 

18.5 

73.2 

11.9 

14.9 

Self-employed 

12.7 

23.5 

23.4 

53.1 

Average  weekly  earnings  of  worker* 

Self-employment  loss 

0.6 

8.9 

27.8 

63.3 

$1-$149 

14.8 

10.7 

30.8 

58.5 

$150 -$249 

17.1 

34.7 

19.5 

45.8 

$250 -$399 

24.8 

59.9 

13.9 

26.2 

$300  -  $599 

25.1 

74.4 

11.0 

14.6 

$600 -$799 

15.0 

80.1 

8.7 

11.2 

$800+ 

17.5 

81.5 

6.9 

11.6 

Sooto:  TieilBM  Icom  tt»  1992  Cumlll  Popuaiiofl  Sawi  W  U«»-TO. 

*F«  each  01  Aofl  dandcfuacs.  sofTH  Ml  wen  icpofted  a  Dot  ipeciflBlTIM  nouns  f 

fl)»nol5pocmolaligo<yiii 

Ml  SIMM  sepannJy  h  tM)  t2&le. 
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II.  Health  Care  and  Employment  Costs 


The  United  States  relies  on 
employment-based  financing 
to  pay  for  a  large  portion  of  health 
care.  Private  health  care  insurance 
has  become  a  large  and  rapidly 
growing  cost  of  employment.  The 
Medicare  hospitalization  program 
for  the  elderly  is  also  financed  by  a 
2.9  percent  payroll  tax  collected  half 
from  employers  and  half  from 
employees.  The  cost  of  health 
insiirance  is  not  only  high  on  the 
average,  but  varies  widely  among 
companies  and  industries. 

Aggregate  Trends 

Total  employer  payments  for 
health  care  now  equal  employ- 
er tax  payments  for  social  insurance. 
While  all  companies  pay  social  secu- 
rity taxes,  however,  many  pay  noth- 
ing for  health  insurance.  Among 
companies  that  provide  health  insur- 
ance, premiums  substan-  tially 


exceed  payroll  taxes.  Even  after 
adjusting  for  general  inflation, 
health  insurance  costs  for  the  non- 
farm  business  sector  have  increased 
from  $0.18  per  hour  (1992  prices)  in 
1960  to  $1.27  in  1992,  a  seven-fold 
rise.  The  structure  of  hourly  com- 
pensation for  the  nonfarm  business 
sector  is  shown  below. 

All  forms  of  employer  supplements 
grew  rapidly  during  the  1960s  and 
1970s  (Figure  5).  Over  the  last  decade, 
however,  sharp  declines  in  aggregate 
employer  contributions  to  private  pen- 
sion programs  largely  oflset  increased 
health  care  costs  (Figure  6).  In  fact, 
adjusted  for  general  inflation,  total  wage 
supplements  have  remained  nearly  con- 
stant since  1985,  and  unchanged  as  a 
share  of  total  compensation  costs  since 
the  early  1980s. 

Employer  health  care  costs  have 
increased  despite  a  decline  in  the  pro- 
portion of  workers  covered  by  health 
plans  and  a  shift  toward  requiring 
employees  to  pay  an  increased  share  of 


the  costs.  According  to  surveys  of  the 
Department  of  Labor,  the  proportion  of 
full-time  workers  in  medium  and  large 
companies  (100  or  more  employees) 
who  did  not  participate  in  a  health  care 
plan  rose  from  3  percent  in  1980  to  17 
percent  in  1991.  In  1991,41  percent  of 
the  participating  workers  were  in  plans 
wholly  financed  by  the  employer  com- 
pared with  72  percent  in  1980. 

The  average  health  care  premium 
was  $1,750  for  single  coverage  in  1991 
and  $4,250  for  family  coverage. 
Adjusted  for  inflation,  the  correspond- 
ing premiums  for  single  and  family  cov- 
erage in  1993  would  be  approximately 
$2,100  and  $5,100,  respectively  The 
average  employer  paid  85  to  90  percent 
of  single  and  70  to  75  percent  of  family 
coverage.  In  recent  years  premiums 
have  been  rising  at  a  15  percent  aimual 
rate,  3  to4  times  that  of  wages.  This 
rate  exceeds  the  growth  of  total  health 
care  spending,  in  large  measure  because 
of  increased  cost  shifting  from  Medicare 
and  Medicaid  to  the  private  seCTor. 
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Retiree  Health  Care 
Costs 

According  to  the  Current 
Population  Survey  of  1992, 10.2 
million  retired  workers  received 
health  care  benefits  through  their 
former  employers'  programs.  These 
benefit  programs  cost  employers  an 
estimated  $25  billion  per  year, 
However,  the  most  striking  feature 
of  these  programs  is  not  their  total, 
but  their  wide  variation  across  com- 
panies. They  are  a  major  expense 
for  some  older  companies,  mostly 
heavily  unionized  with  early,  con- 
tracmial  retirement  ages.  Retiree 
benefits  have  taken  on  added  impor- 
tance in  recent  years  because  of  both 
the  increased  fi-equency  of  early 
retirement  and  a  newly  implement- 
ed accounting  standard  that  now 
requires  companies  to  show  future 
post-retirement  health  costs  on  bal- 
ance sheets  as  liabilities;  in  the  past, 
such  obligations  were  normally  not 
recognized  on  official  accxiunis  until 
paid. 

Post-retirement  health  insurance  is  a 
foirly  common  employee  benefit  among 
large  companies.  In  1991, 45  percent  of 
the  full-  time  participants  in  health 
plans  of  medium  and  large  companies 
were  promised  continued  benefits  in 
retirement,  fiilly  or  partially  financed  by 


the  employer,  down  from  56  percent  in 
1986.  Small  companies  promised  post- 
retirement  benefits  to  only  1 5  percent 
of  full-time  workers  participating  in  a 
company  health  plan.  This  rate  paral- 
lels the  lower  rate  of  coverage  for  cur- 
rent workers  in  small  companies. 
Employees  in  companies  with  retiree 
health  coverage  retire  an  average  of  two 
yean  earlier  than  do  workers  in  compa- 
nies without  retiree  coverage;  however, 
whether  the  retiree  health  benefits  cause 
or  reflect  the  earlier  retirement  is 
unknown. 

Until  recently,  the  benefit  package 
offered  retirees  resembled  that  for  cur- 
rent employees  at  the  same  company, 
and  employers  paid  a  similar  share  of 
the  cost  This  situation  is  beginning  to 
change,  however,  with  the  new  account- 
ing treatment  of  fiiture  retiree  costs. 
Greater  awareness  of  the  future  implica- 
tions has  led  many  companies  to  scale 
back  the  benefits  and  increase  the  share 
of  the  premium  paid  by  retirees. 

Infbnnation  on  the  costs  of  retiree 
health  programs  is  limited  because 
many  companies  include  retirees  in  the 
same  insurance  group  as  employees. 
For  companies  that  separate  costs  for 
retirees  from  those  for  active  workers, 
costs  averaged  about  $2,500  per  retiree 
in  1991.  The  costs  also  depend  on  the 
age  structure  of  the  retiree  pq>uladon 
since  most  programs  are  coordinated 
with  provisions  of  Medicare.  For  exam- 


ple, the  cost  to  employers  of  a  65-year 
old  drops  to  otily  about  25  percent  of  a 
64-year  old,  but  rises  steadily  in  later 
years.  Many  companies  also  have  a 
length-  of-service  requirement  similar 
to  that  oftheir  pension  program.  For 
companies  that  offer  retiree  benefits, 
the  costs  average  about  15  percent  of 
total  health  care,  but  reach  20  percent 
for  a  few  companies  with  an  older  work 
force. 

Variation  in  Health  Care 
Costs  by  Industry 

Unlike  standard  emplo)m)ent 
taxes  such  as  that  for  social 
security,  costs  for  employment- 
based  health  care  vary  dramatically 
among  (X)mpanies  and  industries  as  a 
share  of  compensation.  This  varia- 
tion results  because  the  proportion 
of  workers  <x)vered  by  insurance  dif- 
fers, because  health  care  costs  per 
worker  do  not  vary  systemadcally 
with  wages,  and  because  the  cost  of 
insurance  differs  based  on  work 
force  age,  use  of  health  care,  and 
local  costs  of  care. 

Many  Americans  £>vor  a  system  of 
insurance  in  which  rates  would  not  vaiy 
among  individuals  on  the  basis  of  their 
eipected  health  care  costs  —  communi- 
ty rating  —  presumably  because  they 
believe  that  most  of  the  variation  in  the 
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need  for  health  care  is  beyond  the  con- 
trol of  the  individual,  or  at  least  beyond 
practicable  influence.  However,  while 
health  care  costs  may  not  be  control- 
lable, they  are  predictable  on  the  basis 
of  demographic  and  geographic  charac- 
teristics. Insurance  companies  are 
forced  to  reflect  these  differences  in  set- 
ting their  premiums  to  prevent  their 
competitors  from  picking  off  the  low- 
cost  groups.  Most  large  companies  now 
do  not  buy  insurance  but  self-insure, 
hiring  insurance  companies  or  others 
simply  to  process  claims.  In  both  cases, 
companies  face  substantially  different 
costs  for  health  coverage  depending  on 
the  characteristics  of  their  work  force. 
As  health  care  costs  rise,  companies 
have  increased  incentives  to  use  fectors 
related  to  expected  health  care  costs  to 
discriminate  in  hiring.  Their  capacity 
to  do  so  legally  is  sharply  constrained  by 
legislated  prohibitions  against  basing 
hiring  decisions  on  age,  sex,  race,  or  dis- 
ability status. 

Some  of  this  variation  is  evident  in 
Figure  7  which  shows  employer  costs 
for  health  insurance  per  full-time-equiv- 
alent employee  (FTE)  by  major  industry 
groups.  The  costs  vary  from  a  high  of 
$6,000  per  FTE  in  communications  to 
$800  in  retail  trade  and  even  less  in 
some  service  industries.  In  part,  the  dif- 
ferences are  due  to  variations  in  the  pro- 
portion of  workers  covered  by  insur- 
ance. The  costs  per  insured  worker  are 


shown  in  Figure  8  where  the  differences 
are  still  very  large.  They  reflect  differ- 
ences in  the  number  of  retirees  per 
active  .rorker,  the  average  age  of  the 
work  force,  regional  variations  in  health 
care  costs,  and  specific  industry  health 
effects.  Variations  across  firms  are 
undoubtedly  even  larger  as  some  of  the 
sources  of  diversity  are  largely  lost  in 
industry  averages. 

To  illustrate  more  clearly  the  effects 
of  age  and  other  faaors  on  insurance 
premiums,  we  obtained  the  rating  fac- 
tors used  by  two  health  insurance  com- 
panies, A  and  B.  A  is  a  small  national 
insurance  company  B  is  a  regional  Blue 
Cross/Blue  Shield  company  In  both 
cases  premiums  vary  substantially 
among  different  groups  of  the  popula- 
tion. Premiums  rise  particularly  sharply 
with  age.  The  premium  for  males  aged 
45  to  50  is  twice  that  of  20  to  29  year- 
olds,  and  more  than  four  times  higher 
for  workers  aged  60  to  64.  The  differ- 
ences for  women  are  muted,  particularly 
if  maternity  benefits  are  included,  as 
they  are  under  most  plans  today  and 
probably  would  be  under  all  plausible 
national  plans.  Both  companies  also 
charge  substantially  higher  premiums 
for  small  groups,  as  much  as  25  percent 
more  for  groups  of  10  or  fewer  people, 
but  rates  vary  little  for  groups  of  25  or 
more.  The  national  company  makes 
striking  adjustments  for  geographical 
differences,  with  high-cost  areas  feeing 


premiums  three  times  those  charged 
low-cost  areas.  Even  for  the  regional 
company,  rates  differed  within  one  state 
among  counties  by  as  much  as  40  per- 
cent Both  companies  also  made  signifi- 
cant adjustments  for  some  high-risk 
industries. 

Because  these  charaaeristics  are 
easily  identified  and  strongly  associated 
with  health  care  costs,  devising  effective 
schemes  for  community  rating  within  a 
system  of  multiple  competing  insurance 
companies  is  difficult  Discrimination 
pays.  It  is  naive  to  think  that,  if  given 
the  chance,  insurers  and  providers  will 
forebear  fi-om  seeking  low-cost  groups. 
While  community  rating  may  be  a 
desirable  goal,  it  is  difficult  to  imple- 
ment within  a  system  of  competing 
insurance  companies  or  health 
providers.  In  fact,  the  number  of  dis- 
criminatory fertors  incorporated  in 
insurance  premiums  has  been  increasing 
over  time. 

International 
Comparisons 

The  US  health  care  system  is  far 
more  costly  than  that  of  any 
other  country.  Measured  as  a  share 
of  GDP,  US  health  care  spending  is 
one-third  higher  than  that  of  the 
closest  country,  Canada,  and  more 
than  twice  that  of  Japan  and  the 
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Table  4 

Total  Health  Expenditures  in 

(In  percent  of  GDP) 

G-7  countries 

Average  annual  change 

Country 

1960 

1985 

1991 

1960-91               1985-91 

United  States 

5.3 

10.5 

13.4 

0.26                    0.48 

Canada 

5.5 

8.5 

10,0 

0.15                    0.25 

France 

4.2 

8.5 

9.1 

0.16                    0.10 

Germany 

4.8 

8.7 

8.5 

0.12                   -0.03 

Italy 

3.6 

7.0 

8.3 

0.15                    0.22 

Japan 

3.0 

6.6 

6.6 

0.12                    0.00 

United  Kingdom 

3.9 

6.0 

6.6 

0.09                    0.10 

Source:  'OECD  Health  Data:  Comparatl 

w  Analysis  of  Health  Systems" 

diskettes,  1993. 

■m 

United  Kingdom  (Table  4).  The 
disparities  on  a  per  capita  basis  are 
even  more  pronounced.  Using  pur- 
chasing power  exchange  rates,  US 
spending  is  twice  the  average  of  the 
other  G-7  countries,  and  SO  percent 
higher  than  Canada  (Table  5). 


Furthermore,  the  differences  have 
widened.  In  1960  US  spending  as  a 
share  of  gross  domestic  product  was 
actually  below  Canada's  and  only  a 
shade  higher  than  that  of  Germany, 
Sweden,  and  Switzerland.  Health 
care  spending  is  positively  associated 


with  per  capita  income,  but  US 
health  expenditures  are  about  one- 
fourth  higher  than  the  statistical 
relationship  between  income  and 
health  care  spending  can  explain. 
High  expenditures  in  the  United 
States  result  from  both  high  prices  and 


Table  5 

Per  capita  Health  Expenditures  in  G-7  Countries 

(In  1985  US  dollars,  using  purchasing  power  parity) 

al  growth  rates 

Average  annu 

Country                            1960 

1985 

1991 

1960-91 

1985-91 

United  States                           517 

1,711 

2,297 

4.93 

5.03 

Canada                                    375 

1,244 

1.536 

4.65 

3.57 

France                                     257 

1,083 

1,313 

5.40 

3.26 

Germany                                  336 

1,175 

1,327 

4.53 

2.05 

Italy                                        175 

814 

1.126 

6.18 

5.55 

Japan                                       93 

792 

1.016 

8.02 

4.24 

United  Kingdom                        271 

684 

856 

3.78 

3.83 

Source:  "OECD  Healtti  Data:  Comparative  Analysis  ot  Health  Systems" 

diskettes 

1993, 

Each  country's  expenditures  were  adiusted  for  general  Inflation  with  the  country 

s  GDP  price  deflator,  and  were  then  converted  to  US  dollars  using  1985| 

values  of  purchasing  power  parity. 
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high  use  of  medical  services.  US  physi- 
cians earn  more  relative  to  the  average 
worker  than  physicians  in  other  coun- 
tries, 5.4  times  the  average  wage  com- 
pared to  2  to  4  times  in  other  large 
OECD  countries.  The  fees  charged  for 
common  medical  procedures  are  also 
much  higher  in  the  United  States. 
Surgery  and  high-technology  diagnostic 
and  therapeutic  procedures  are  more 
common  as  well  as  more  expensive  than 
elsewhere.  But  the  United  States  has 
only  an  average  number  of  physicians 
per  capita,  fewer  hospital  beds  than 
average,  and  a  below-average  hospital 
bed  occupancy  rate.  Hospital  stays  in 
the  United  States  are  the  shortest  and 
most  costly  in  the  world.  The  latter  and 


perhaps  the  former  are  traceable  to  the 
lavish  use  of  costly  therapeutic  and  diag- 
nostic equipment  and  high  levels  of 
staffing  per  patient 

Many  people  conclude  that  the  large 
per  capita  US  health  care  expenditures 
must  be  misallocated  because  they  are 
not  associated  with  superior  health  out- 
comes. The  US  infant  mortality  rate  is 
higher  than  the  OECD  average,  and  Ufe 
expectancy  at  birth  is  only  average. 
This  seeming  paradox  reflects  a  variety 
of  factors.  Much  health  care  spending  is 
devoted  to  speeding  cures  and  reducing 
disabUng  side  effects  of  illness  —  fanors 
that  are  not  easily  captured  in  the  inter- 
national comparisons.  Prices  of  health 
care  services  are  higher  in  the  United 


Table  6 

Wage  supplements  G-7  countries,  1990 

(percent  of  total  compensation) 

Public 
social 
Country insurance 


Private 
pension  & 
welfare 


Total 

employer 

payments 


United  States 

Canada 

France 

Germany 

Italy* 

Japan 

United  Kingdom 


6.2 
5.1 
22.8 
13.7 
19.4 
8.6 
6.4 


10.7 
5.1 
5.1 
5.1 
7.9 
5.7 
5.4 


16.9 
10.2 
27.9 
18.8 
27.3 
14.3 
11.8 


■  ■cMi«n»lc»«>w<«Mtobenp«kiccMMmniMpiMii     tmlc«.imlxiMw<mntnrmt. 
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States,  even  when  compared  with  aver- 
age incomes,  than  they  are  elsewhere, 
malting  it  necessary  to  spend  more  to 
buy  the  same  quantity  of  services. 
Primary  care  and  community  medicine 
are  relatively  negletted  in  the  United 
States.  Certain  health  hazards,  noubly 
violence,  lower  US  average  hfe 
expectancy. 

Finally,  the  United  States  finances 
most  acute  care  health  spending 
through  expUcit  and  implicit  taxes  on 
employment.  This  method  of  payment 
underhes  the  concern  that  increased 
health  care  spending  adds  to  the  cost  of 
producing  American  products,  and, 
thereby,  hobbles  US  international  com- 
petitiveness. However,  while  health 
care  is  financed  largely  out  of  employ- 
ment-based contributions,  the  United 
States  does  not  stand  out  in  terms  of  the 
proportion  of  employment  costs  devot- 
ed to  wage  supplements  (Table  6).  At 
17  percent  of  compensation,  US  wage 
supplements  are  well  above  those  in 
Canada  and  Great  Britain,  but  substan- 
tially below  the  rates  of  Continental 
Europe.  The  major  difference  is  the 
heavy  reliance  in  the  United  Sates  on 
private  pension  and  welfare  programs  as 
opposed  to  the  use  of  government  pro- 
grams in  other  countries. 
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III.  Health  Care  Financing  and  US  Competitiveness 


The  economic  eflFects  of  increas- 
es in  the  cost  of  employer-pro- 
vided health  insurance  are  surpris- 
ingly complex  and  controversial. 
They  can  best  be  understood  by 
clearly  distinguishing  between  two 
issues.  The  first  is  who  pays  for 
health  care,  workers  or  their 
employers.  Most  economists  argue 
that  workers  wiU  bear  the  ultimate 
incidence,  reasoning  from  prior 
studies  of  the  incidence  of  general 
employment  taxes.  Empirical  stud- 
ies find  that  the  quantity  of  labor 
supphed  varies  litde  with  changes  in 
the  real  wage,  although  the  response 
of  married  women  is  greater  than 
that  of  men  and  single  women. 
Thus,  workers  will  not  avoid  a  tax  by 
withdrawing  fixim  the  work  force. 
The  demand  for  labor,  on  the  other 
hand,  is  often  found  to  be  quite  sen- 
sitive to  its  cost  because  companies 
have  more  options  for  avoiding 
increased  labor  exjjenses.  They  may 
choose  to  adopt  more  capital-inten- 
sive production  methods  or  to  shift 
production  facilities  overseas;  and 


consumers  may  shift  their  spending 
away  from  those  labor-intensive 
products  with  the  largest  price 
increases.  Because  the  quantity  of 
labor  demanded  is  far  more  elastic 
or  sensitive  to  changes  in  employ- 
ment costs  than  is  the  supply  of 
labor,  most  economists  hold  that  the 
burden  of  general  employment  taxes 
is  largely  borne  by  labor  in  the  form 
of  lower  wages. 

There  is  considerable  empirical  sup- 
port for  the  above  view  of  the  ultimate 
incidence  of  employment  taxes,  but 
studies  of  the  tradeoff  between  fringe 
benefits  (e.g.  health  insurance  and  pen- 
sions) and  wages  reach  more  mixed  con- 
clusions. The  early  studies  found  a  pos- 
itive association:  higher  wages  are  asso- 
ciated with  higher  benefits.  These  stud- 
ies sere  severely  flawed,  however,  by 
the  difficulty  of  accounting  for  difier- 
ences  among  workers  in  their  prefer- 
ences for  fringe  benefits.  The  demand 
for  these  benefits  rises  sharply  with 
income,  pardy  beause  the  value  of  the 
exclusion  of  fringe  benefits  fixim  per- 
sonal income  taxation  rises  with  income 


and  marginal  tax  rates.  Thus,  one 
would  expea  high-  skill,  high-wage 
workers  to  receive  more  of  their  com- 
pensation in  the  fomi  of  fringe  benefits 
than  low-wage  workers  do.  In  any 
empirical  comparison  of  wages  and 
fiinges  among  individual  workers  it  is 
difficult  to  adjust  for  all  the  other  deter- 
minants of  differences  in  basic  wage 
payments. 

Several  recent  smdies  have  used 
innovative  methods  of  resolving  some  of 
the  data  problems  and  they  find  an 
inverse  relationship  between  wages  and 
some  fringe  benefit  costs.  Furthermore, 
in  a  1991  study  Woodbury  and  Huang 
found  that  the  demand  for  employer- 
provided  health  and  pension  benefits  is 
sensitive  to  both  the  level  of  workers' 
incomes  and  relative  costs,  and  it  is 
strongly  motivated  by  the  programs' 
preferential  tax  treatment  They  con- 
cluded that  a  large  portion,  about  80 
percent,  of  an  increase  in  the  cost  of 
health  insurance  is  passed  backward  in 
the  form  of  lower  wages.  In  a  recent 
summary  of  evidence  on  this  issue, 
Krueger  reaches  a  similar  conclusion. 
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Even  if  workers  do  bear  the  ultimate 
burden  of  paying  for  their  health  care  in 
the  form  of  lower  wages,  there  is  still  a 
second  issue  of  the  mechanism  by  which 
the  adjustment  occurs.  This  issue  has 
been  only  an  infrequently  explored  issue 
of  empirical  research;  but  it  is  of  consid- 
erable importance  in  the  present  con- 
text. It  can  be  illustrated  by  two 
extreme  views  of  the  adjustment 
process.  In  the  first  instance,  the  adjust- 
ment of  wages  occurs  in  nominal  terms: 
a  direct  backward  shifting  of  the  costs  of 
all  fringe  benefits  through  lower  take- 
home  wages.  On  this  view,  employer- 
financed  health  care  spending  has  no 
effea  on  product  prices  or,  therefore, 
on  the  ability  of  US  exporters  to  com- 
pete abroad  or  of  US-based  companies 
to  compete  against  imports. 

On  the  second  view,  employer  health 
insurance  payments  are  viewed  as  simi- 
lar to  a  general  employment  tax  that  ini- 
tially leaves  money  wages  unchanged. 
Employers  try  to  pass  the  increased 
labor  costs  forward  in  higher  prices. 
Because  they  result  in  higher  prices, 
costs  of  health  care  may  affect  the  com- 
petitiveness of  American  products  in 
global  markets. 

In  both  cases,  workers  pay  for  most 
of  their  own  health  care.  In  the  first, 
they  pay  directly  in  lower  nominal 
wages.  In  the  second,  nominal  wages 
are  unchanged,  but  prices  rise,  thereby 
cutting  real  wages.  Contrary  to  views 


widely  held  in  the  business  community, 
health  outlays  have  httle  effect  on  total 
trade  flows  even  in  the  second  case;  but 
the  price  effects  may  alter  the  composi- 
tion of  trade,  putting  some  companies 
and  industries  at  a  disadvantage.  The 
two  cases  also  can  be  distinguished  in 
terms  of  their  assumptions  about  the 
response  of  monetary  policy  which 
would  have  to  accommodate  the  price 
increases  in  the  second  case.  Without 
such  accommodation,  the  effort  to  pass 
a  large  increase  in  employment  costs 
forward  into  prices  would  lead  to  higher 
interest  rates,  reduced  demand,  and 
unemployment 

Lower  Nominal  Wages 

We  begin  with  a  view  of  labor 
markets  as  highly  competi- 
tive and  atomistic: 

•  Individual  employers  and  employ- 
ees can  negotiate  freely  over  the 
terms  of  the  compensation  pack- 
age, and  employers  base  their  hir- 
ing decisions  on  a  comparison  of 
the  cost  of  the  total  compensation 
package  relative  to  the  productivi- 
ty or  value  to  the  company  of  the 
individual  worker  —  they  are 
indifferent  about  its  composition. 


•  Workers  understand  the  value  of 
every  element  of  the  compensa- 
tion package  they  receive. 

•  The  premium  employers  pay  for 
health  insurance  for  each  worker 
is  the  actual  expected  value  of  the 
insured  health  care  services  for 
that  worker  —  and  for  the  work- 
er's family  if  they  are  included  in 
the  plan. 

•  Employers  an  offer  health  insur- 
ance to  some  workers,  but  not  to 
others  without  having  to  pay  any- 
thing extra  for  this  selectivity. 

•  The  supply  of  labor  does  not  vary 
with  total  compensation.  This 
assumption  matches  closely,  but 
not  perfectly,  withempirical  esti- 
mates of  labor  supply. 

Under  these  conditions,  employers 
would  determine  exactly  how  much  in 
total  compensation  they  would  pay  to 
each  individual  worker.  Workers  would 
decide  whether  the  value  of  insurance, 
allowing  for  the  tax  advantages  and 
lower  group  premium,  was  high  enough 
for  them  to  choose  to  receive  part  of 
their  compensation  in  employer- 
financed  insurance.  If  so,  the  employer 
would  include  these  workers  in  the 
company  insurance  plan.  If  workers 
chose  to  remain  outside  the  plan,  their 
wages  would  be  higher  by  the  exact 
amount  the  employer  saved  by  not 
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having  to  pay  the  premium.  Since 
wages  would  be  reduced  by  exactly  the 
cost  of  whatever  plan  the  employee 
chose,  the  choice  of  plan  would  have  no 
effect  on  compensation  costs  of  workers 
individually  or  in  the  aggregate. 

The  exclusion  of  employer-financed 
health  insurance  from  personal  income 
tax  would  shift  demand  to  health  insur- 
ance from  other  goods,  but  employees 
would  pay  the  lull  cost  of  this  insurance 
in  reduced  wages.  Similarly,  increases 
in  the  costs  of  existing  fringe  benefit 
programs  would  be  shifted  backward 
onto  workers  in  the  form  of  lower  take- 
home  pay.  As  a  result  the  purchase  of 
health  insurance  through  employer 
plans  would  have  no  effect  on  commod- 
ity prices.  The  ability  of  individual 
companies  or  of  the  US  economy  as  a 
whole  to  compete  with  foreigners  would 
be  substantially  unchanged. 

While  this  model  is  relevant  to  some 
situations,  such  as  the  compensation  of 
top  executives,  it  has  some  problems  as 
a  description  of  wage  determination  for 
the  average  worker.  Many,  perhaps 
most,  workers  have  a  poor  understand- 
ing of  the  total  cost  of  their  compensa- 
tion package.  Furthermore,  most  com- 
panies set  their  benefit  packages  unilat- 
erally, perhaps  with  the  preferences  of 
their  average  employee  in  mind;  and 
employees  are  faced  with  a  take-it  or 
leave-it  choice.  Since  health  insurance 
premiums  are  averaged  over  the 


employee  group,  the  cost  of  insurance 
for  individual  workers  is  not  known,  and 
wages  for  individual  workers  cannot  be 
adjusted  for  variations  in  insurance 
costs.  Although  individual  workers 
value  health  insurance  dififerently  and 
would  not  buy  identical  coverage,  most 
plans  permit  little  or  no  variation. 
Accordingly,  the  cost  of  health  insur- 
ance may  bear  little  relation  to  the  value 
individual  workers  attach  to  coverage:  it 
will  be  too  much  for  some  and  too  little 
for  others.  Nor  is  it  easy  to  explain 
within  such  a  model  why  employers 
would  subsidize  a  large  portion  of  fami- 
ly insurance  coverage  in  addition  to  that 
of  the  individual  without  adjusting  wage 
rates  for  those  who  chose  the  family 
plan. 

Finally,  health  insurance  costs  change 
often  and  by  unpredictable  amounts.  As 
a  result,  even  if  workers  initially  chose 
an  optimal  compensation  package,  the 
burden  of  unforeseen  adjustments  in 
premiums  falls  on  employers,  at  least 
until  wages  can  adjust.  This  period  may 
be  short  or  long,  depending  on  the 
duration  of  labor  contracts  and  on 
whether  workers  are  in  abundant  or 
short  supply. 

Higher  Prices 


u; 


nder  the  alternative  perspec- 
tive, increases  in  health  insur- 


ance costs  add  to  the  cost  of  total 
compensation.  Qimpanies  pass 
those  costs  forward  in  higher  prices. 
This  interpretation  is  supported  by 
evidence  on  the  reaction  to  past 
increases  in  the  employer  portion  of 
employment  taxes,  such  as  those  for 
Social  Security  and  Medicare. 
Direct  backward  shifting  of 
increased  health  insurance  costs  may 
be  inhibited  by  minimum  wage  leg- 
islation, existing  labor  contracts,  and 
informal  taboos  against  wage  reduc- 
tions. Where  explicit  agreements  or 
practices  assign  most  of  the  cost  of 
health  care  to  employers,  most  of 
any  unanticipated  increases  in  health 
care  costs  will  be  reflected  in  total 
compensation  costs,  at  least  tem- 
porarily. 

Past  studies  indicate  that  increases  in 
the  employer  portion  of  general 
employment  taxes  are  initially  refleaed 
largely  in  higher  unit  labor  costs  that 
are  then  passed  forward  in  higher  prices 
to  consumers,  rather  than  being  imme- 
diately passed  backward  in  lower  nomi- 
nal wage  rates.  Companies  can  pass 
higher  employment  costs  forward  in 
higher  prices  with  little  loss  of  sales 
when  competitors  have  experienced  par- 
allel increases  in  costs.  That  is  not  the 
end  of  the  story,  however,  as  subsequent 
reactions  of  employers  to  the  higher 
real  compensation,  adoption  of  more 
capital-intensive  techniques,  ultimately 
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leads  to  a  shifting  of  a  larger  portion  of 
the  burden  of  employment  taxes  back- 
ward onto  workers  in  the  form  of  a 
lower  real  wage. 

Under  the  first  model  the  cost  of 
benefits  is  passed  directly  back  to  work- 
ers in  lower  nominal  wages.  In  the  sec- 
ond, workers  still  pay,  because  price 
increases  reduce  real  wages.  The  mech- 
anism by  which  workers  bear  the  bur- 
den of  employer-financed  health  care 
differs.  The  end  result  is  ahnost  the 
same  in  the  aggregate.  But  the  effects 
for  individual  companies  and  workers 
can  be  quite  different  under  the  two 
views.  Unfortunately,  while  numerous 
studies  have  investigated  the  issue  of 
who  ultimately  pays  for  fiinge  benefits, 
very  few  have  attempted  to  distinguish 
between  nominal  and  real  wage  adjust- 
ments. 

The  fact  that  the  return  to  capital  has 
not  declined  in  the  United  States  and 
other  industrial  countries  despite  large 
increases  in  employment  taxes  and  other 
fringe  benefits  in  past  decades  further 
supports  the  view  that  workers,  not 
employers,  pay  for  employer-financed 
fringe  benefits.  The  increased  share  of 
nonfinancial  corporate  GDP  devoted  to 
wage  supplements  has  been  reflected  in 
a  decline  in  the  share  of  income  going 
to  wages,  not  capital  (Figure  9). 
Furthermore,  it  is  hourly  compensation, 
not  wages,  that  closely  follows  changes 
in  labor  productivity  (Figure  10). 


Instead,  the  debate  over  the  incidence  of 
employment  taxes  has  centered  around 
the  mechanism  by  which  the  burdens 
fall  on  labor  —  by  price  increases  that 
erode  the  purchasing  power  of  wages,  or 
directly  through  lower  (or  less  rapidly 
growing)  money  wages. 

Employer-provided  health  insurance 
differs  from  a  general  wage  tax  in  sever- 
al important  respects,  however.  Health 
insurance  coverage  confers  a  direct  ben- 
efit to  covered  workers.  Unlike  a  pure 
tax,  payment  of  the  insurance  premium 
is  Unked  to  benefits  workers  receive. 
Thus,  while  health  insurance  certainly 
adds  to  the  cost  of  employment,  reduc- 
ing the  demand  for  labor,  there  is  an 
offsetting  inaease  in  the  supply  of  labor 
to  the  extent  that  workers  value  the 
insurance.  Even  if  some  workers  do  not 
value  the  insurance  at  the  full  cost  to  the 
employer,  this  feature  increases  the  por- 
tion of  the  cost  increase  that  is  ultimate- 
ly reflected  in  lower  real  wages.  It  is 
also  an  important  mitigating  factor 
reducing  the  magnitude  of  employment 
loss  for  an  increase  in  health  care  costs 
relative  to  an  increase  in  a  pure  employ- 
ment ax. 

Furthermore,  not  all  companies  pro- 
vide health  insurance;  and  even  among 
those  that  do,  the  costs  of  insurance 
vary  sharply  across  industries  and  differ 
based  on  the  demographic  characteris- 
tics of  their  workforces  and  local  pat- 
terns of  medical  practice.  Thus,  the 


cost  of  health  insurance  is  not  a  uniform 
tax,  and  one  cannot  so  easily  assume,  at 
least  in  the  short  run,  that  the  costs  are 
passed  forward  into  prices.  Companies 
that  experience  large  increases  in  health 
insurance  costs  when  domestic  competi- 
tors do  not  face  a  nasty  choice.  They 
can  seek  give-backs  from  labor,  thereby 
risking  strikes  or  damage  to  workers' 
morale,  or  accept  reduced  profits.  Or 
they  can  boost  prices  anyway,  risking 
loss  of  market  share.  The  lack  of  uni- 
formity suggests  that  a  larger  portion  of 
health  care  costs  would  have  to  be  offeet 
directly  through  lower  nominal  wages 
or  reduced  profits  than  in  the  case  of  a 
general  employment  tax.  Companies 
with  below-average  costs  would  enjoy  a 
corresponding  advantage.  Thus,  health 
care  costs  can  be  of  legitimate  interest 
to  businesses  in  their  quest  for  profits, 
even  if  health  insurance  costs  on  the 
average  are  shifted  forward  in  higher 
prices  (or  backward  in  lower  wages). 
Also,  workers  have  significantly  greater 
options  for  avoiding  the  incidence  of 
the  tax  if  they  attach  little  or  no  value  to 
health  insurance. 

In  practice,  rather  than  observing 
variation  in  the  mix  of  compensation 
pacbges  offered  individual  workers 
within  a  given  company,  the  disparities 
emerge  in  the  combinations  of  fringe 
benefits  and  wages  offered  by  different 
companies.  It  is  easier  and  more  social- 
ly acceptable  to  adopt  employment 
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practices  that  differentiate  among  work- 
ers by  age  and  other  indicators  of  insur- 
ance cost  among,  rather  than  within, 
companies.  Differences  in  worker  pref- 
erences for  fringe  benefits  are  then 
refleaed  in  their  choice  of  employers. 
Current  labor  markets  are  rife  with 
"clientele  effects."  Workers  with  weak 
"tastes  for  health  insurance"  are  attract- 
ed to  companies  that  offer  relatively 
generous  cash  wages  but  no  health  cov- 
erage. Such  workers  include  some  who 
are  young  and  healthy,  spouses  or  other 
dependents  of  insured  workers,  and 
those  with  relatively  strong  tastes  for 
the  things  other  than  health  insurance 
that  money  can  buy.  It  is  not  surprising 
that  larger  companies  that  provide 
health  insurance  blame  the  current  sys- 
tem of  financing  insurance  through 
employment-  based  plans  for  creating  a 
highly  unlevel  playing  field. 

The  tendency  for  companies  with 
and  without  health  insurance  to  com- 
pete in  the  same  market  intensifies  the 
pressures  on  companies  that  provide 
insurance  plans  to  devise  payment  sys- 
tems that  force  workers  who  receive  the 
benefit  to  pay  directly  for  such  insur- 
ance and  to  eliminate  the  cross-subsi- 
dies implicit  in  current  arrangements. 
It  is  reflected  in  the  growth  of  cafeteria- 
plan  benefit  programs,  outsourcing  to 
small  companies  without  health  insur- 
ance, and  the  increased  use  of  part-time 
labor. 


The  automobile  industry  is  a  particu- 
larly pertinent  example  of  these  pres- 
sures. The  work  force  in  that  industry 
is  represented  by  a  strong  union  that  has 
maintained  higher  wages  than  those 
received  by  workers  with  similar  charac- 
teristics elsewhere  in  the  economy.  The 
industry  also  provides  generous  health 
care  benefits.  However,  new  foreign- 
owned  plants  have  sought  out  younger 
workers  with  lower  health  care  costs, 
and  a  substantial  portion  of  the  automo- 
bile parts  industry  offers  no  health 
insurance.  Faced  with  these  competitive 
pressures,  auto  companies  seek  to  shift  a 
larger  share  of  health  care  costs  back- 
ward in  the  form  of  lower  wages.  The 
union  resists  any  such  adjustment.  Both 
sides  find  the  issue  divisive  and  wish  it 
would  go  away.  It  is,  however,  naive  and 
misleading  to  dte  such  statistics  as  the 
cost  of  health  insurance  per  car  as  a 
measure  of  the  effea  of  health  insurance 
on  the  price  of  automobiles. 

Aggregate  Effects  on 
Trade 

Health  care  costs  can  affect  trade 
flows  directly  only  by  adding 
to  total  employment  costs.  If  fringe 
benefit  costs  are  shifted  backward  in 
nominal  terms,  health  insurance 
costs  have  no  major  implications  for 
trade. 


Even  if  health  insurance  costs  boost 
prices,  the  effects  on  aggregate  trade 
flows  will  be  very  small.  Under  flexible 
exchange  rates,  differences  among 
countries  in  rates  of  average  price 
change  for  tradable  goods,  regardless  of 
their  source,  are  quickly  offeet  by 
changes  in  nominal  exchange  rates. 
Thus,  changes  in  the  average  price  level 
have  few  implications  for  the  overall 
trade  balance  regardless  of  their  source. 

While  exchange  rates  may  change  for 
a  variety  of  reasons,  the  most  funda- 
mental determinant  is  the  pressure  of 
identical  products  to  sell  at  similar 
prices  in  a  given  market  Thus,  an 
increase  in  the  average  price  level  in 
excess  of  a  country's  trading  partners 
normally  is  quickly  reflected  in  the 
nominal  exchange  rate.  While  econo- 
mists generally  reject  the  extreme  view 
that  purchasing  power  parity  rigidly 
determines  nominal  exchange  rates, 
they  agree  that  price  changes  are  the 
most  important  factor. 

The  hnk  between  nominal  exchange 
rates  and  relative  rates  of  price  change 
are  illustrated  for  four  countries  in 
Figure  1 1.  Germany  and  Japan  have 
been  low-inflation  countries,  Italy  a 
high-  inflation  country.  US  price  infla- 
tion is  close  to  the  average  of  its  trading 
partners.  The  correlation  between 
changes  in  the  nominal  exchange  rate 
and  relative  prices  is  particularly  close 
for  the  two  countries,  Germany  and 
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Italy,  whose  inflation  rates  have  deviated 
widely  from  the  average  of  their  trading 
partners.  The  exchange  rates  of  the 
United  States  and  Japan  reflect  relative 
prices  over  the  long  term,  but  also  indi- 
cate the  importance  of  additional  fac- 
tors. The  U.  S.  real  exchange  rate  rose 
sharply  in  the  early  1980s  when  the  col- 
lapse of  domestic  saving  and  strong 
investment  demands  drove  up  interest 
rates  and  the  exchange  rate  to  facilitate 
foreign  borrowing. 

Saving-Investment 
Balance 

Under  flexible  exchange  rates,  it 
is  a  mistake  to  believe  that  a 
countr/s  aggregate  trade  flows  are 
determined  by  changes  in  the  price 
level.  Instead,  a  covmtry's  net  trade 
balance  will  largely  reflect  the  bal- 
ance between  domestic  saving  and 
domestic  investment  Countries 
that  spend  more  than  they  produce, 
or  whose  investment  exceeds  their 
income,  must  have  a  current  accoimt 
deficit  with  the  rest  of  the  world; 
whereas  countries  with  a  surplus  of 
saving  over  investment  wiU  have  a 
current  account  surplus.  Simply 
put,  domestic  real  interest  rates  will 
be  higher  in  countries  with  low  sav- 
ing relative  to  investment  than  in 
countries  with  saving  surpluses. 


The  higher  interest  rates  will  attract 
foreign  financial  capital,  driving  up 
the  exchange  rate.  The  high  real 
exchange  rate  will,  in  turn,  reduce 
exports  and  raise  imports. 

Thus,  variations  in  domestic  rates  of 
spending  on  health  care  can  affea  the 
overall  trade  balance  if  they  lead  to 
changes  in  the  balance  of  domestic  sav- 
ing and  investment.  Increases  in  pubUc 
sector  health  care  spending  might  lead 
to  a  larger  trade  deficit,  for  example,  if 
they  resuk  in  larger  budget  deficits, 
reducing  national  saving.  These  costs 
to  "competitiveness,"  however,  would 
result  from  any  increase  in  government 
outlays  that  is  not  financed  through  tax 
receipts.  Health  care  is  special  in  this 
regard  only  because  the  regular  growth 
in  public  health  programs  exceeds  the 
growth  in  government  revenues  under  a 
system  of  constant  tax  rates.  Thus,  the 
growth  of  health  care  spending  requires 
continual  inaeases  in  tax  rates  or  offset- 
ting cuts  in  other  programs.  To  the 
extent  that  these  poUtically  painfiil  deci- 
sions are  not  made,  health  care  spending 
leads  to  increased  budget  deficits. 

The  budgetary  problems  are  iiigh- 
lighted  in  Table  7  by  noting  the  domi- 
nant role  of  health  care  spending  in 
accounting  for  the  growth  of  federal 
government  spending  in  relation  to  the 
overall  economy  Federal  spending  as  a 
share  of  GDP  rose  from  19.8  percent  of 
GDP  in  1969  to  22.4  percent  in  1993, 


an  increase  of  2.6  percentage  points. 
During  the  same  period,  health  care 
spending  rose  by  1 .5  percentage  points, 
more  than  half  the  total.   In  fact,  over 
the  past  decade  all  of  the  growth  in  gov- 
ernment can  be  accounted  for  by  two 
programs,  health  care  and  interest  on 
the  public  debt.  All  other  major  cate- 
gories of  government  spending  have 
represented  constant  or  declining  shares 
of  the  nation's  income.  In  its  pattern  of 
continual  increases  in  excess  of  income 
growth,  health  care  stands  out  as  a 
major  part  of  the  budget  deficit  prob- 
lem, and  thus  the  trade  deficit. 

Composition  of  Trade 

Variations  in  the  distribution 
across  industries  in  the  increase 
of  health  care  costs  can  change  the 
composition  of  trade.  Adjustments  of 
the  exchange  rate  will  oidy  offeet 
changes  in  the  average  price  of  trad- 
able goods.  Since  an  increase  in 
health  care  costs  will  push  up  prices 
of  some  companies  more  —  and 
others  less  —  than  average,  the 
effects  on  trade  flows  for  particular 
industries  and  companies  will  vary. 
The  extent  of  this  variation  will 
depend  on  the  size  of  the  change  in 
health  insurance  costs,  the  level  of 
employee  compensation,  the  share 
of  production  cost  represented  by 
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Table? 

Federal  Budget:  Expenditures,  Revenues, 

(percent  of  GDP) 

and  Deficits 

Hscal  years 

1969 

1979 

1989 

1993 

1996 

1998 

EXPENDITURES 

19.3 

20.7 

22.1 

22.4 

21.5 

21.5 

General  operating  budget 

17.0 

16.5 

17.6 

17.6 

16.8 

16.8 

EnWewents 

2.5 

4.9 

4.5 

6.2 

6.5 

7.3 

Healthcare 

0.8 

1.6 

2.3 

3.3 

4.0 

4.8 

Other 

1.7 

3.4 

2.2 

2.9 

2.5 

2.5 

DIscntlonary 
Defense 

13.1 
8.9 

9.9 
4.8 

9.5 
5.9 

8.6 
4.6 

7.4 
3.5 

6.6 
3.1 

Civilian 

42 

5.1 

3.6 

4.0 

3.8 

3.5 

Net  interest 

1.4 

1.8 

3.3 

3.2 

3.0 

3.0 

Deposit  insurance 

-0.1 

-0.1 

0.4 

-0.4 

-0.2 

-0.1 

Social  Security 

2.9 

4.2 

4.5 

4.8 

4.8 

4.7 

REVENUES 

20.2 

19.1 

19.2 

18.3 

19.2 

19.2 

General  operating  budget 
Social  Security  taxes 

17.1 
3.1 

15.0 
4.0 

14.1 
5.1 

13.4 
5.0 

14.2 
5.1 

14.1 
5.1 

SURPLUS  (+)  OR  DEFICrr(-) 

0.4 

-1.7 

-2.9 

-4.0 

-2.3 

-2.3 

General  operating  budget 
Social  Security 

-0.1 
0.4 

-1.6 
-0.1 

-4.0 
1.0 

-4.8 
0.7 

-3.2 
0.9 

-3.4 
1.1 

Source:  "Budset  of  the  United  Stales  Government  Rscal  Year  1995:  Historical  Tables"  (0MB,  January  1994). 

Revenues  of  Social  Security  and  expenditures  In  the  oeneial  operaSna  budget  exclude  Interfund  transfers  of  interest  payments.  T1»se  amounts  are 

Included  In  the  measures  of  the  funds'  surpluses  or  deficits. 
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employee  compensation,  the  elastic- 
ity of  demand  for  each  exported  or 
import-competing  good,  and  the 
elasticity  of  supply  of  imports  and  of 
foreign-produced  goods  that  com- 
pete abroad  with  US  exports. 

The  potential  importance  of  such 
effects  is  illustrated  in  Table  8,  which 
provides  a  comparison  of  the  industrial 
distribution  of  health  insurance  costs 
relative  to  wage  costs  with  the  industrial 
distribution  of  exports  and  imports. 
Heath  care  costs  are  significandy  higher 
in  those  industries,  such  as  manufactur- 
ing, that  are  engaged  in  trade. 
Nonetheless,  among  the  tradable  goods 
industries,  we  could  not  find  any  associ- 
ation between  the  magnitude  of  health 
care  costs  and  the  extent  of  exposure  to 
trade.  It  is  important  to  remember, 
however,  that  an  industry's  sales  include 
a  large  component  of  materials  pur- 
chased fi-om  other  industries,  and  the 
diversity  of  those  material  inputs  results 
in  a  substantial  smoothing  of  differences 
in  the  health  care  content  of  different 
products. 

The  table  does  not  reveal  many  of 
the  most  important  trade  effects  because 
the  sectors  are  broad  and  contain  com- 
panies with  widely  varying  health  insur- 


ance experience.  Manufacturing,  for 
example,  includes  not  only  the  auto 
industry,  but  also  Kodak  and  Xerox,  two 
companies  that  have  vigorously  and  suc- 
cessfully worked  together  in  Rochester 
to  hold  down  the  level  and  growth  of 
health  care  spending. 

If  one  company's  export  prices  (stated 
in  foreign  currency)  rise  because  health 
care  costs  increase  proportionately  more 
than  the  exchange  value  of  the  US  dol- 
lar falls,  it  is  likely  to  lose  export  sales. 
If  an  import-competing  company  must 
raise  domestic  prices  because  of  rising 
health  costs  by  more  than  decreases  in 
the  exchange  value  of  the  dollar  boost 
import  prices,  it  will  likely  lose  sales  to 
imports.  The  corollary  of  these  losses, 
however,  is  that  other  industries  or 
companies  —  those  that  raise  prices 
proportionately  less  than  the  fall  in  the 
exchange  value  of  the  dollar  —  enjoy 
increased  exports  or  face  decreased 
competition  from  imports. 

The  preceding  review  leads  to  several 
qualitative  conclusions. 

Conchuion  1.  In  the  long-run,  the 
cost  of  employer-financed 
health  insurance  is  largely  offiset  by 
lower  real  wage  rates  or  other  fringe 
benefits  paid  to  workers. 


Conclusion  2.  In  the  short  run, 
unanticipated  increases  in  employer- 
financed  health  insurance  costs  will 
boost  nominal  compensation  costs  per 
worker  and  cause  a  rise  in  prices  or  a 
drop  in  profits  or  both. 

Conclusions.  The  level  of  a  nation's 
spending  on  health  care  will  not  affect 
its  international  competitive  posi- 
tion, whether  financed  by  govenmient, 
business  or  individuals,  unless  it  affects 
the  balance  of  national  saving  and 
investment 

Conclusion  4.  The  rapid  increase  in 
health  care  costs  in  the  United  States 
imdoubtedly  added  to  the  federal 
government  deficit,  thereby  contribut- 
ing to  some  aggregate  deterioration  in 
the  US  trade  balance.  These  effects  on 
trade,  however,  in  no  way  differ  fixjm 
the  effects  caused  by  a  host  of  other, 
more  important  determinants  of  saving. 

Conclusion  S.  Apart  from  these 
macroeconomic  effects,  changes  in 
health  care  costs  can  alter  the  composi- 
tion of  trade.  Variations  in  costs  across 
industries  hinder  the  international 
competitive  position  of  some  US  com- 
panies and  help  the  international  com- 
petitive position  of  others;  and  the 
effects  are  offsetting. 
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rabies 

Private  Employer  Health  Insu 

ranee  Cost 

s  by  Indust 

ry,  1992 

(bniions  of  us  dollars) 

Total  Health  Insurance 

171 

Retirees 

18 

Current  Employees 

153 

Cost  of  uninsured  workers 

20 

Current 

Adjusted  employer 

Difference  between 

Imports  and  exports 

employer  contributions 

contributions 

current  and  adjusted 

asastareof 

for  healtti  insurance 

or  bealttt  Insurance 

contributions 

domestic  shipments 

Industry 

ISperFTE) 

1%  of  wages) 

liperFW 

(fperRE)             (%  of  wages) 

(percent) 

Total 

2,017 

7.2 

2.253 

(236) 

-0.8 

Agriculture,  forestries,  and  fishing 

394 

2.5 

2.041 

(1,647) 

-10.3 

Farms 

485 

3.5 

2.041 

(1.555) 

-11.4 

10.0 

Agricultural  services,  forestry, 

&  fisheries 

312 

1.7 

2.041 

(1,729) 

-9.6 

14.9 

Mining 

4,776 

11.4 

3,048 

1,728 

4.1 

Metal  mining 

5,327 

119 

3,165 

2,163 

5.3 

28.2 

Coal  mining 

9,982 

23.3 

4,146 

5,835 

13.6 

9.2 

Oil  and  gas  extraction 

3,240 

7.3 

2.724 

516 

1.2 

41,9 

Nonmetallic  minerals,  except  fuels 

3,341 

10.2 

2,746 

596 

1.8 

11.1 

Construction 

1,572 

5.4 

2,373 

(800) 

-2.7 

Manufacturing 

3,466 

10.7 

2,416 

1.050 

3.2 

28.2 

Durable  goods 

3,801 

11.2 

2,452 

1.349 

4.0 

38.8 

Lumber  and  wood  products 

1.705 

7.4 

2,225 

(520) 

-13 

17.9 

Furniture  and  fixtures 

2,296 

10.0 

2,289 

7 

0.0 

18.8 

Stone,  clay,  and  glass  products 

3,224 

10.6 

2,390 

834 

2.8 

14.7 

Primary  metal  industries 

5,108 

14.3 

2,593 

2,515 

7.0 

27.9 

Fabricated  metal  products 

3,431 

11.4 

2,412 

1,019 

3.4 

16.0 

Industrial  machinery  and  equipment 

3,838 

10.5 

2,456 

1,382 

3.8 

51.6 

Electronic  &  other  electric  equipment  3,451 

10.2 

2,414 

1,037 

3.1 

53.3 

Transport  equipment 

5.449 

13.5 

2,630 

2.819 

7.0 

44.9 

Instruments  and  related  products 

3.953 

10.1 

2,469 

1.489 

3.8 

33.9 

Misc.  manufachjring  industries 

1.923 

7.5 

2.249 

(325) 

-1.3 

65.8 

Nondurable  goods 

3,017 

10.0 

2,367 

649 

2.2 

16.3 

Food  and  kindred  products 

3,238 

11.6 

2,391 

847 

3.0 

9.4 

Tobacco  manufachires 

7,653 

17.3 

2.869 

4,785 

10.8 

14.5 

Textile  mill  products 

1,759 

7.9 

2,231 

(472) 

-2.1 

17.6 

Apparel  and  other  textile  products 

1,480 

8.5 

2.201 

(721) 

-4.1 

319 

Paper  and  allied  products 

3,506 

9.8 

2.420 

1,086 

3.0 

15.5 

Printing  and  publishing 

2.607 

8.3 

2.323 

284 

0.9 

4.8 

Chemicals  and  allied  products 

4,267 

9.5 

2,502 

1,765 

3.9 

22.5 

Petroleum  and  coal  products 

6,800 

14.2 

2.776 

4.024 

8.4 

10.9 

Rubber  and  misc.  plastics  products 

3,328 

12.1 

2,401 

927 

3.4 

18.5 

Leather  and  leather  products 

1,365 

6.8 

2,189 

(823) 

-4.1 

118.6 
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Table  8  (continued) 

Private  Employer  Health  Insurance  Costs  by  Industry,  1992 

Curmit                           Adjusted  employer 

Dttlerenca  between 

Imports  and  exports 

employer  contributions 

contributions 

current  and  adjustec 

as  a  share  of 

tor  health  Insurance 

or  health  Insurance 

contributions 

domestic  shipments 

Industry 

($perFTE) 

i%ofwa(jes) 

(SperFTE) 

(Sperm 

(Xolmges) 

(percent} 

Transporlallon  and  public  ulllltles 

3,615 

10.1 

2.621 

994 

2.8 

Transportation 

2.221 

7.1 

2,412 

(191) 

-0.6 

11.7 

Railroad  transportation 

1.622 

3.3 

2.295 

(673) 

-1.4 

Local  &  intemrban  passenger  transit     559 

2.7 

2.128 

(1.569) 

-7.6 

Trucking  and  warehousing 

1,761 

6.3 

2.317 

(555) 

-2,0 

Water  transportation 

5,230 

14.5 

2.860 

2.370 

6.6 

Transportation  by  air 

4,293 

11.3 

2.713 

1.580 

4.1 

Pipelines,  except  natural  gas 

2,697 

5.3 

2.463 

234 

0,5 

Transportation  services 

2,201 

7.8 

2.386 

(185) 

-0.7 

Communications 

6,572 

15.6 

3.070 

3,502 

8,3 

1.9 

Electric,  gas,  and  sanitary  services 

4,871 

11.3 

2,804 

2,067 

4,8 

0.8 

Wholesale  trade 

2,426 

7.1 

2,177 

249 

0.7 

4.85 

Retail  trade 

788 

4.5 

2,090 

(1,303) 

-7.5 

Finance,  insurance,  and  real  estate  2,123 

5.9 

2,190 

(67)  , 

-0.2 

2.5 

Depository  institutions 

3,002 

10.3 

2,252 

750 

2.6 

Nondepository  Institutions 

1,593 

4.2 

2.153 

(560) 

-1.5 

Security  and  commodity  brokers 

2,864 

3.3 

2.242 

622 

0.7 

Insurance  carriers 

2,180 

6.0 

2.194 

(14) 

-0.0 

Insurance  agents,  brokers,  and  service  1,216 

3.4 

2.126 

(910) 

-2.6 

Real  estate 

716 

2.8 

2.091 

(1,375) 

-5.3 

Holding  and  other  investment  offices  4,106 

6.7 

2,329 

1.777 

2.9 

Services 

1,480 

5.5 

2,177 

(697) 

Hotels  and  other  lodging  places 

1,784 

9.3 

2,205 

(421) 

-2.2 

0.1 

Personal  services 

583 

3.4 

2,095 

(1.511) 

-8.8 

Business  services 

1.406 

6.0 

2,170 

(764) 

-3.2 

1.2 

Auto  repair,  services,  and  parking 

754 

3.6 

2,110 

(1.357) 

-6.5 

Miscellaneous  repair  services 

1.821 

6.9 

2,209 

(387) 

-1.5 

Motion  pictures 

2.469 

7.5 

2,268 

201 

0.6 

Amusement  and  recreation  services 

1.264 

5.6 

2,157 

(894) 

-4.0 

1.7 

Healtfi  services 

2.449 

7.8 

2,266 

183 

0.6 

Legal  services 

2.177 

4.4 

2.241 

(64) 

-0.1 

Educational  services 

296 

1.3 

2,068 

(1.772) 

-7.7 

Social  services 

139 

0.8 

2.054 

(1.915) 

-11.5 

Membership  organizations 

68 

0.4 

2.047 

(1.979) 

-10.6 

Other  services'' 

1.791 

4.3 

2,206 

(415) 

-1,0 

Private  households 

0 

0.0 

2,041 

(2.041) 

-16.5 

m  unpubds/iei}  oao  01  tri«  Bumau  ol  Ecortoinic  Analysis  and 

L««l»l«  7T«  bKlimrtal  (9a*j»on  ol  nai  BiWijK  pa>mono  S  asmiated  to 

CMsus  von  by  (Ilfl  8unai)  of  Ecwwniic  AnaF/sh. 'n)eM  rato  tow  DMA  ri«»  con 

sunt  sinca  DM  u  cxnsin  )waf,  1987,  and  appIM  lo  tool  etr^loyei  comributlons  of  eaefl  year.  Impom.  coons,  and  ili^mnls  arv  hoffl  ttw 

19n  lrwl«jtp«  atk  >E«).  M  Dc«nto  199:  MvcAanlu  Tnde  upctoiient  M  BbuMM  B^ 

1     AiI)inlcdpmiilumbidiidaa13pcn«mirKre2MkitWfaoteiH&toco«iinInsiiraIm(tenafldis 
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c  TUSflgunlndadcsMftwtnlcsaltaMlredlnd*. 
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IV.  Health  Care  Reform  and  Its  Effects  on  Business 


Extending  access  to  the  unin- 
sured and  reducing  costs  have 
been  the  central  themes  of  health 
care  reform.  How  those  reforms  are 
achieved  will  have  a  major  effect  on 
business,  if  for  no  other  reason  than 
the  importance  of  employer-based 
financing  within  the  current  system. 
Politically,  the  constituency  for  cost 
reduction  has  been  relatively  limited 
because  most  Americans  believe, 
despite  the  arguments  of  the  prior 
section,  that  their  employer  pays  for 
their  health  care.  The  issue  of  cost 
containment  has  taken  on  greater 
importance,  however,  as  advocates 
of  extending  insurance  coverage  rec- 
ognized that  they  would  be  unable 
to  expand  access  without  providing 
some  form  of  public  subsidy  to  small 
firms  and  low-income  individuals. 
Reluctant  to  propose  new  taxes,  they 
have  sought  to  finance  the  added 
payments  through  savings  on  the 
cost  for  the  currendy  insured. 

A  third  issue,  of  equal  or  greater 
importance  for  business,  will  attract 
increasing  attention  as  the  debate  pro- 


ceeds. Most  reform  proposals  call  for 
equalization  of  health  insurance  premi- 
um for  all  individuals  and  fomihes 
regardless  of  expected  health  care  costs- 
-  community  rating.  Community  rating 
will  have  major  effects  on  the  distribu- 
tion of  health  care  costs  among  compa- 
nies and  industries,  aeating  both  win- 
ners and  losers  from  health  reform.  To 
the  extent  that  these  changes  in  costs 
become  reflected  in  prices,  they  will 
cause  a  realignment  of  relative  prices 
and  thus  alter  the  composition  of  traded 
goods  and  services. 

These  three  issues  —  increased 
access,  cost  reduction,  and  community 
rating  —  are  central  features  of 
President  Clinton's  health  plan  but  must 
be  addressed  in  any  fviture  reform. 
Because  it  provides  a  useful  basis  for  dis- 
cussion, we  provide  a  brief  summary  of 
the  Clinton  plan  before  examining  the 
above  three  issues  in  greater  detail. 


The  Clinton  Plan 

President  Clinton  has  prop>osed  a 
plan  based  on  the  requirement 
that  employers  pay  for  most  of  the 
cost  of  health  insurance  for  most  of 
their  employees.  His  plan  has  sever- 
al key  elements: 

•  All  legal  US  residents,  other  than 
the  elderly  or  employees  of  com- 
panies with  more  than  5,000 
employees,  would  be  required  to 
buy  insurance  from  regional 
health  alliances.  Companies  with 
more  than  5,000  employees 
would  be  permitted  to  form 
health  alliances  of  their  own. 

•  The  states  would  be  required  to 
approve  health  plans  that  meet 
certain  regulatory  standards, 
including  at  least  one  plan  that 
assures  free  choice  of  physicians. 
The  alliances  would  act  as  the 
point  of  purchase  for  health 
insurance  and  pay  "risk-rated" 
premiums  to  hospitals,  physicians. 
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and  other  providers.  The 
alliances  would  be  the  conduit  for 
subsidies  to  small  businesses  and 
households,  tasks  that  would 
require  the  alliances  to  review 
business  accounts  and  verily 
household  income. 

Employers  would  be  required  to 
pay  80  percent  of  the  average 
insurance  premium  in  an  alUance 
area  for  each  of  four  community- 
rated  family  types:  single  persons, 
single  parents  and  their  children, 
childless  couples,  and  couples 
with  children.  These  payments 
would  be  capped  at  7.9  percent  of 
total  payroll. 

Employees  would  be  responsible 
for  the  balance  of  the  premium; 
but  employers  would  be  permit- 
ted to  pay  the  employees'  share  as 
a  fringe  benefit  Exclusion  from 
personal  income  tax  of  employer- 
financed  premiums  would 
continue  for  ten  years. 

Various  explicit  subsidies  would 
be  paid  to  employers  with  fewer 
than  75  employees  and  average 
wage  payments  below  $24,000 
annually  per  worker  and  to 
households  with  incomes  below 
1 50  percent  of  poverty. 

Regional  health  alUances  would 
administer  tight  limits  on  the  rate 


at  which  premiums  for  health 
insurance  can  increase  annually. 
These  Umits  would  be  designed  to 
achieve  spending  targets  estab- 
lished nationally  and  allocated  to 
each  regional  alliance  by  a  nation- 
al health  board.  Real  growth  of 
private  health  care  spending 
would  be  drastically  curtailed, 
falling  to  zero  six  years  following 
enactment. 

•   Long-term  growth  of  spending 
would  be  set  annually  by 
Congress  on  recommendation  of 
the  National  Health  Board.  If 
G)ngress  fails  to  act,  the  spending 
limit,  set  in  statute,   would  hold 
the  growth  of  health  care  oudays 
to  the  growth  of  gross  domestic 
product. 

Enactment  and  hill  implemenution 
of  the  Chnton  program  as  proposed  is 
doubtful.  Accordingly,  the  following 
discussion  also  considers  some  options 
that  may  emerge  in  a  less  comprehen- 
sive reform. 

Access 

Abroad  consensus  is  emerging 
that  health  care  reform  should 
assure  universal  financial  access  to 
care.  Despite  some  administrative 
problems,  achieving  near  universal 


coverage  is  technically  quite  easy. 
Finding  a  way  to  pay  for  it  is  very 
difficult  Plans  to  achieve  universal 
coverage  fall  into  three  basic  cate- 
gories. 

Employer  Mandates  would  achieve 
imiversal  coverage  by  requiring 
employers  to  pay  for  most  of  the  cost  of 
health  insurance  for  all  employees  and 
their  families;  but,  as  we  have  seen, 
employees  will  actually  pay  most  of  the 
costs.  Other  devices  will  be  used  to 
cover  those  not  connected  to  the  work 
force. 

Individual  Mandates  would  achieve 
universal  coverage  by  requiring  each 
unrelated  individual  or  family  to  carry 
health  insurance.   To  make  such  insur- 
ance affordable,  subsidies  would  be  pro- 
vided to  low-income  households. 

National  HeaUb  Insurance  plans 
would  require  the  government  (or  state 
governments  under  federal  guideUnes) 
to  pay  for  the  health  care  of  the  popula- 
tion. The  plan  would  be  financed  by 
added  taxes. 

All  three  of  these  options  entail 
administrative  problems.  Replacing  the 
current  system  with  government-spon- 
sored insurance  would  be  disruptive. 
An  individual  mandate  would  require 
techniques  to  compel  the  participation 
of  reluctant  households,  particularly 
those  who  do  not  pay  taxes,  claim 
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welfere,  or  collect  food  stamps.  An 
individual  mandate  is  enforceable  only  if 
accompanied  by  subsidies  to  enable  the 
poor  to  afford  coverage.  Assuiing  that 
subsidies  go  to  the  eligible  but  not  to 
the  ineligible  is  always  a  costly  adminis- 
trative headache.  Enforcing  an  employ- 
er mandate  would  raise  a  host  of 
enforcement  problems  particularly 
regarding  new  and  small  companies, 
part-time  workers,  job  changers,  and 
members  of  families  with  two  or  more 
earners.  And  since  people  in  house- 
holds without  a  member  in  the  labor 
force  can  be  covered  only  by  an  individ- 
ual mandate  or  government-  sponsored 
insurance,  employer-mandate  plans  are 
bedeviled  not  only  by  their  own  com- 
plexities but  also  by  those  of  at  least  one 
of  the  other  two  approaches.  While 
vexing,  these  problems  are  solvable,  as 
other  countries  have  demonstrated. 

Surprisingly,  universal  coverage  is 
also  relatively  inexpensive.  The  unin- 
sured, now  including  approximately  15 
percent  of  the  population,  akeady  con- 
sume significant  amounts  of  care, 
financed  through  cross-subsidies  col- 
lected fi'om  the  insured.  Furthermore, 
the  uninsiu^d  as  a  group  are  younger 
than  the  rest  of  the  population  and 
therefore  are  likely  to  consume  less  care 
per  person  than  the  insured.  On  the 
other  hand,  some  of  the  uninsured  and 
under-insured  no  doubt  harbor  untreat- 
ed chronic  illnesses.  "Catch-  up"  in  the 


treatment  of  these  conditions  might 
boost  spending  for  a  time.  No  solid 
estimates  are  available  of  how  much 
universal  coverage  will  boost  acute  care 
spending.  If  approxi-aiations  that  place 
the  per  capita  cost  of  universal  coverage 
at  no  more  than  half  of  average  per 
capita  expenditures  on  the  insured  are 
correct,  a  one-time  increase  in  total 
spending  of  roughly  5  to  8  percent 
would  result  from  universal  coverage. 
This  increase  can  be  compared  with 
annual  growth  of  real  per  capita  health 
care  spending  since  1990  of  6  percent. 

The  issue  of  who  should  pay,  howev- 
er, is  hr  more  controversial.  Because 
almost  all  of  the  disabled  and  the  elderly 
are  already  covered  by  government  pro- 
grams, workers  and  their  fimilies  con- 
stitute most  of  the  uninsured.  An 
employer  mandate  would  increase  the 
number  of  insured  workers  in  the  pri- 
vate seaor  by  26  percent  (Table  3). 
Most  currently  uninsured  workers  are 
employed  in  small  firms  whose  owners 
have  strongly  resisted  such  a  mandate 
even  with  large  subsidy  payments  by 
government  Thus,  the  costs  of  expand- 
ed coverage  tend  to  be  pushed  into  the 
pubhc  sector.  Some  of  those  subsidies 
would  be  paid  for  workers  who  aheady 
have  insurance,  further  raising  the  bud- 
get costs.  The  government  would  also 
need  to  provide  subsidies  to  assure  cov- 
erage for  those  who  are  not  employed. 
In  the  CUnton  plan  subsidies  to  employ- 


ers and  households  add  nearly  $90  bil- 
lion annually  to  the  Federal  budget  by 
the  end  of  the  decade. 

An  expansion  of  coverage  through  an 
employment  mandate  would  also  have 
some  effects  on  the  structure  of  busi- 
ness. Those  businesses,  predominantly 
small  firms,  that  cater  to  employees  with 
a  low  preference  for  health  insurance 
would  lose  some  of  their  competi-  tive 
advantage.  However,  these  effects 
would  be  muted  by  the  provision  of  a 
public  subsidy.  Furthermore,  under  the 
Clinton  plan,  small  companies  would 
gain  an  abihty  to  attract  workers 
because  they  could  provide  them  with 
health  insurance  at  significantly  lower 
costs  than  can  large  companies. 
Businesses  in  the  tradable  goods  indus- 
tries would  be  relatively  unaffected 
because,  with  a  few  exceptions,  workers 
in  these  industries  already  have  health 
insurance.  They  would  experience 
some  gains  from  reduced  costs  of 
uncompensated  care.  Uninsured  work- 
ers are  most  common  in  retail  trade  and 
the  service  sectors. 

The  competitive  effects  would 
depend  to  some  extent  on  the  method 
of  implementing  the  mandate.  At  pre- 
sent, 15  percent  of  workers  have  health 
insurance  provided  through  their 
spouse.  If  workers  are  only  required  to 
show  that  they  have  insurance,  there 
would  still  be  a  category  of  workers 
seeking  jobs  that  do  not  provide 
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insurance.  However,  if,  as  under  the 
Clinton  program,  each  job  must  con- 
tribute a  share  of  the  household's  insur- 
ance costs,  there  would  be  a  much  larg- 
er redistribution  of  health  insurance 
costs  among  employers. 

Cost  Containment 

A  djusted  for  general  inflation, 
x\per  capita  health  care  spending 
has  been  rising  for  the  past  two 
decades  at  a  4.S  percent  rate,  com- 
pared to  1.5  percent  for  GDP  per 
capita.  The  Administration  propos- 
es to  eliminate  this  differential  by 
the  end  of  the  decade.  This  is  an 
extraordinarily  ambitious  goal,  but  it 
is  critical  to  the  Clinton  plan 
because  the  Administration  proposes 
to  use  those  savings  to  finance  the 
subsidies  required  to  achieve  univer- 
sal coverage  and  additional  benefits 
promised  to  the  currently  insured. 
Projected  expenditure  caps,  based 
on  this  target,  are  used  to  develop 
estimates  of  the  program's  cost 

The  Administration  has  proposed  to 
control  growth  in  total  costs  through 
tight  Umits  on  the  rate  of  increase  in 
insurance  premiums.  However,  very  lit- 
de  has  been  said  about  how  insurance 
companies  are  expected  to  allocate  pay- 
ments to  providers  so  as  to  stay  within 
those  limits.  They  are  specifically  pre- 


vented fi-om  cutting  elements  of  the 
basic  insurance  package. 

The  reasonableness  of  the 
Administration's  projections  depends,  as 
indicated  in  the  introduction,  upon  the 
source  of  the  rapid  cost  increases.  The 
program  reflects  the  \'iew  that  the 
increases  are  due  to  growing  waste  and 
inefficiency,  including  unnecessary 
treatments.  If  this  view  is  accurate, 
costs  can  be  dramatically  reduced  with- 
out loss  of  medical  benefit 
Altemadvely,  if  the  increases  reflect 
technological  advances  that  expand  the 
ability  of  the  medical  profession  to 
respond  to  catastrophic  illnesses,  cost 
savings  of  the  magnimde  envisioned  by 
the  Administradon  could  only  be 
achieved  through  reductions  in  access  to 
beneficial  care,  an  outcome  the 
Administradon  opposes.  In  either  case, 
the  speed  with  which  the  savings  are  to 
be  realized  seems  highly  quesdonable. 

If  the  cost  control  targets  cannot  be 
met,  but  the  timetable  for  universal  cov- 
erage is  sustained,  much  of  the  incre- 
mental cost  of  universal  coverage  spills 
over  into  the  public  sector.  If  health 
care  cost  increases  outpace  the  rise  in 
incomes,  an  increasing  proportion  of 
businesses  would  be  subject  to  the  limi- 
tation on  their  payments  to  7.9  percent 
of  payroll.  The  government  would 
finance  the  excess.  The  size  of  subsidies 
payable  to  households  whose  income  is 
less  than  1  SO  percent  of  official  poverty 


thresholds  would  increase.  Reform 
gready  expands  the  government's  expo- 
sure to  unanticipated  cost  increases. 
Such  cost  increases,  if  not  foreseen, 
could  easily  spill  over  into  an  inaeased 
budget  deficit,  higher  interest  rates,  an 
appreciation  of  the  exchange  rate,  and  a 
larger  trade  deficit  This  is  the  most 
important  means  through  which  health 
reform  might  influence  aggregate  trade 
flows. 


Community  Rating 

One  major  objective  of  health 
care  reform,  in  addition  to 
covering  the  uninsured,  is  commu- 
nity rating  in  which  premiums  do 
not  vary  with  expected  health  care 
costs.  Blue  Cross/Blue  Shield  origi- 
nally used  community  rating,  but 
commercial  insurers  entered  the 
market  and  began  to  set  premiums 
based  on  predictable  risk  character- 
istics. The  BC/BS  plans  had  to 
match  commercial  rates  to  avoid 
being  left  with  the  high-cost  resid- 
ual. Rates  now  vary  based  on 
numerous  charaaeristics  —  includ- 
ing age,  sex,  region,  industry  of 
employment,  and  preexisting  condi- 
tions —  that  are  indicative  of  fiiture 
costs.  Insurance  firms  charge  small 
groups,  less  than  10,  about  25  per- 
cent more:  than  large  groups  largely 
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because  of  concerns  about  adverse 
selection.  The  health  care  system  of 
the  United  States  is  unique  in  the 
extent  to  which  it  relies  on  experi- 
ence rating  to  price  health  insurance 
to  individuals  and  groups. 

The  extreme  form  of  this  approach  is 
self-insurance,  the  practice  now 
employed  by  most  medium  and  large 
companies.  Under  this  arrangement  die 
company  pays  the  actual  costs  of  care 
consumed  by  its  employees  plus  a 
charge  for  administration  by  an  insur- 
ance company  or  other  agent  Self- 
insurance  became  appealing  after  the 
Employee  Retirement  Income  Security 
Act  of  1974  exempted  self-  insured 
plans  from  state  regulation  and,  in  par- 
ticular, from  state-  mandated  benefits. 
Currendy,  more  than  half  of  insured 
workers  are  covered  by  self-insured 
plans. 

The  current  reliance  on  experience 
rating  is  incompatible  with  a  commit- 
ment to  universal  coverage:  the  com- 
mitment is  meaningless  without  specify- 
ing the  terms  on  which  the  coverage 
will  be  available.  The  usual  argument 
of  economists  that  experience  rating 
improves  efficiency  by  relating  price 
more  closely  to  cost  loses  much  of  its 
appeal  when  it  is  remembered  that  indi- 
viduals are  combined  into  groups 
through  their  employment. 
Furthermore,  much  of  the  predictable 
component  relates  to  characteristics 


over  which  individuals  have  no  control, 
and  which  are  illegal  to  use  as  a  basis  for 
pricing  in  other  economic  transactions. 

It  is  not  surprising  that  community 
raring  has  substantial  public  support  on 
the  basis  of  equity  arguments.  What  is 
less  evident  is  that  the  shift  from  experi- 
ence rating  to  community  rating  will 
result  in  a  very  large  reallocation  of 
health  care  costs  among  employers.  It 
may  also  prove  to  be  far  more  difficult 
to  implement  a  system  of  community 
rating  than  its  advocates  currendy  antic- 
ipate. 

We  shall  use  die  data  on  employer 
payments  for  health  insurance  at  the 
level  of  two-digit  SIC  industries  shown 
in  Table  8  to  illustrate  some  of  diese 
points.  Column  2  shows  the  health 
insurance  expenditures  per  full-time- 
equivalent  worker  (FTE)  in  1992.  The 
numbers  in  column  2  vary  enormously 
for  at  least  four  reasons. 

•  The  proportion  of  workers  for 
whose  insurance  employers  pay 
differs  widely  among  companies 
and  industries.  The  range  of  ben- 
efits varies  widefy  among  compa- 
nies and  industries. 

•  The  cost  of  a  given  set  of  benefits 
differs  among  companies  and 
industries  based  on  the  riskiness 
of  the  activity,  the  age  and  other 
demographic  charaaeristics  of 
the  labor  force,  and  the  location 


of  the  industry  (since  health  costs 
vary  regionally). 

•  The  ratio  of  retirees  for  whom 
employers  provide  benefits  to 
active  workers  differs  among 
companies  and  industries. 

Despite  these  qualifications,  the 
numbers  in  column  2  indicate  roughly 
the  burden  of  current  health  care  bene- 
fits. As  noted  earlier,  most  of  the  bur- 
den falls  on  workers.  In  the  case  of 
retiree  benefits,  which  are  more  or  less  a 
fixed  liabUity  of  the  company  that  is 
independent  of  employment,  the  bur- 
den probably  falls  on  shareholders.  But 
a  sudden  equahzarion  of  costs  or  a  move 
in  that  direction  will  initially  accrue  as  a 
change  in  costs  to  businesses,  and  these 
windfell  gains  and  losses  may  last  for 
some  time  (if  responsibility  for  retiree 
benefits  is  shifted  fixim  companies, 
shareholders  are  Ukely  to  experience  a 
one-time  permanent  increase  in  share 
values). 

Colunm  4  shows  the  cost  per  FTE  of 
a  system  in  which  coverage  is  expanded 
to  all  workers,  and  employers  pay  80 
percent  ofthe  insurance  premium.  The 
cost  for  current  employees  is  assumed  to 
be  uniform  across  all  plans.  It  is 
assumed  that  the  net  cost  of  providing 
insurance  for  the  26  percent  ofthe  pri- 
vate work  force  currendy  uninsured 
would  be  half  that  of  an  insured  worker. 
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It  was  calculated  at  the  level  of  the  total 
private  economy  after  excluding  the  cost 
of  retirees.  The  costs  vary  among 
industries  only  because  of  differences  in 
the  costs  of  retiiee  health  insurance.  In 
contrast,  the  employer  cost  under 
President  Clinton's  plan  will  not  be  uni- 
form for  at  least  five  reasons. 

Some  companies  would  receive  sub- 
sidies under  the  Clinton  plan. 

•  Some  companies  would  form 
their  own  company  health 
alliances.  The  Clinton  plan,  at 
least  initially,  would  not  eUminate 
regional  variations  in  health  costs. 

•  Many  companies  now  offer  bene- 
fits beyond  those  in  the  CUnton 
benefit  package  and  payments 
beyond  80  percent  of  total  insur- 
ance cost  While  companies 
would  not  be  required  to  continue 
offering  such  benefits,  some 
almost  certainly  would  do  so. 

•  The  costs  of  retiree  benefits 
would  initially  remain  with  com- 
panies. While  the  CUnton  plan 
would  shift  these  costs  to  regional 
alhances  completely  by  the  end  of 
four  years,  we  think  it  unlikely 
that  this  proposal  will  siu^ve. 

Column  5  shows  the  change  in 
health  care  costs  per  FTE  between  the 
current  system  (column  2)  and  the 
extreme  version  of  community  rating 


(column  3).  TTie  differences  are 
expressed  as  a  percent  of  wages  in  col- 
umn 6.  It  is  obvious  that  there  would  be 
very  large  changes  in  the  industrial  dis- 
tribution of  health  care  costs  under  such 
a  system.  The  largest  gainers  would  be 
in  mining  and  manufacturing,  while 
retail  trade  and  most  service  industries 
would  pay  substantially  more. 

Column  7  shows  the  share  of  trade 
—  imports  plus  exports  —  to  total 
industry  sales  for  each  industry.  The 
trade-weighted  percentage  change  in 
health  expenditures  per  FTE  is  -28  per- 
cent, indicating  that  companies  in  trad- 
ed goods  industries  seaors  would  expe- 
rience on  the  average  a  drop  in  dirert 
health  care  costs  from  a  complete  equal- 
ization of  health  care  spending  per 
worker.  As  emphasized  earlier,  this  per- 
centage change  in  health  insurance  per 
FTE  does  not  correspond  to  the  effect 
of  the  Clinton  reform. 

These  estimates  of  changes  in  health 
care  costs  are  far  from  the  types  of  mea- 
sures required  to  infer  the  effects  of 
reform  on  international  competitive- 
ness. There  are  the  previously  discussed 
ambiguities  about  the  extent  of  back- 
ward-shifting of  the  costs  through 
adjustment  of  nominal  wages. 
Furthermore,  a  change  in  the  exchange 
rate  would  be  experted  to  neutrahze  the 
effects  of  any  change  in  the  average 
price  of  tradables.  Thus,  only  compa- 
nies with  larger  falls  in  prices  would 


gain  a  competitive  advantage. 
Companies  with  smaller  falls  in  prices 
or  price  increases  would  suffer  a  loss  of 
international  competitiveness.  A  com- 
pany may  experience  reduced  health 
care  oudays  from  reform,  but  suffer  a 
loss  of  competitiveness  if  the  costs  of  its 
major  supphers  are  increased.  Perhaps 
more  importantly,  a  company  may 
experience  increased  costs  from  reform, 
but  enjoy  inaeased  competitiveness  if 
reform  reduces  public  spending,  lowers 
the  deficit,  increases  national  saving, 
leads  to  lower  real  interest  rates,  and 
causes  a  decline  in  the  exchange  value  of 
the  dollar. 

The  Administration  plan  rests  on 
competition  among  approved  health 
plans.  Each  plan  would  receive  a  risk- 
adjusted  capitation  payment  for  every 
enroUee.  Such  a  system  creates  strong 
incentives  for  providers  to  select 
patients  whose  costs  will  be  less  than 
their  capitation  payment,  and  to  keep 
out  or  eject  patients  whose  costs  are 
expected  to  exceed  their  capitation  pay- 
ment. 

Providers  can  influence  individuals' 
choice  of  a  specific  plan  in  many  subtle 
and  not-so-subtle  ways.  Patients  with 
long  and  estab-  lished  relationships  with 
physicians,  presumably  because  of 
health  problems,  are  less  willing  to 
switch  to  newly  created  health  mainte- 
nance organizations,  thereby  contribut- 
ing to  risk  selection.  It  is  extremely 
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doubtful  that  any  system  of  risk-adjust- 
ment on  the  basis  of  identifiable  and 
socially  acceptable  characteristics  could 
completely  control  selection  bias.  This 
is  particularly  true  with  hospitals  where 
the  high  level  of  fixed  costs  and  joint 
costs  makes  it  very  difficult  to  accurately 
measure  the  costs  of  individual  treat- 
ment 

If  states  are  given  authority  to  draw 
boundaries  defining  regional  health 


alliances  and  the  alliances  have  the  pow- 
ers proposed  by  President  Qinton,  one 
can  confidently  predict  fierce  battles  at 
the  state  level  over  just  how  the  bound- 
aries should  be  drawn  among  health 
alliances.  Low-cost  areas,  such  as  the 
suburbs,  are  certain  to  try  to  exclude  the 
high  cost  communities,  especially  inner 
cities. 

Concerns  about  selection  bias  have 
been  a  major  factor  limiting  capitation 


arrangements  between  insurance  com- 
panies and  providers  under  the  present 
system.  Whether  community  rating 
and  competing,  capitated  health  plans 
can  co-exist  remains  in  doubt  Until 
these  doubts  are  resohfed,  it  is  not  possi- 
ble to  know  whether  uniform  insurance 
premiums  require  a  monopoly  on  the 
provision  of  insurance. 
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We  endorse  the  consensus 
among  economists  that  the 
costs  of  health  care  are  borne  princi- 
pally by  workers.  This  conclusion 
does  not  mean  that  rising  health 
care  costs  are  or  should  be  of  little 
concern  to  individual  companies. 
Companies  that  succeed  in  control- 
ling growth  of  health  care  spending 
achieve  a  cost  advantage  over  com- 
panies that  do  not  This  advantage, 
like  the  discovery  of  ways  to  produce 
more  efficiendy,  generates  a  surplus 
that  can  be  used  to  "buy"  better 
workers  with  higher  wages  or  other 
fringe  benefits,  or  "buy"  increased 
market  share  at  home  or  abroad 
with  lower  prices,  more  research,  or 
increased  advertising.  Thus,  each 
company  behaves  rationally  when  it 
tries  to  control  health  care  spending 
and  treats  rising  costs  as  a  serious 
problem.  The  effort  to  hold  down 


healdi  care  costs,  like  the  effort  to 
hold  down  production  costs,  arises 
from  the  competitive  engine  that 
underlies  the  productivity  of  market 
capiulism. 

But  the  advantages  that  individual 
companies  can  gain  from  efficient  oper- 
adon  do  not  translate  into  increased 
competitiveness  for  US  companies  as  a 
group.  If  one  company  succeeds  in  sell- 
ing more  abroad,  the  value  of  the  US 
dollar  is  inaeased.  As  a  result,  other 
companies  will  have  a  harder  time  sell- 
ing abroad  or  competing  against 
imports. 

The  largest  potential  gainers  from 
controlling  the  growth  of  health  care 
spending  are  US  workers.  To  the  extent 
that  Americans  consume  health  care 
that  provides  few  benefits  or  none  at  all, 
to  the  extent  that  administrative  costs  of 
health  insurance  and  providers  are 
needlessly  high,  and  to  the  extent  that 


health  care  is  ineffidendy  produced,  US 
households  could  achieve  an  increase  in 
welfare  from  reform  of  health  care 
financing  and  delivery. 

In  the  process  of  achieving  such 
reforms,  individual  companies  will  find 
their  competitive  positions  improved  or 
damaged.  We  conclude  with  this  para- 
dox: health  care  reform  matters  very  lit- 
tle for  the  competitive  position  of  the 
United  States  as  a  whole,  but  it  matters 
considerably  for  individual  companies. 
Some  companies  should  care  about 
reform  because  their  international  com- 
petitiveness will  improve.  Some  should 
care  about  reform  because  their  interna- 
tional competitiveness  will  decline.  For 
all  companies,  including  those  that  face 
foreign  competition  neither  at  home 
nor  abroad,  health  care  reform  carries 
the  promise  of  slowing  and  rendering 
predictable  a  cost  they  can  neither  pre- 
dict nor  control. 
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Rgure  1 .  Nadonal  Health  Expencfrtures  by  Type 
Percent  of  GOP.  1960-1991 
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Rgure  2.  Composition  of  ExperxJitures  by  Type 
Percent  Distributicn,  1960-1991 
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Figure  3.  National  Health  Expendlures  by  Source  of  Financing 

PercertolGOP.  1960-1991 
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Figure  4.  ComposiUcn  of  Expenditures  by  Source  of  Finandng 

Pefcart  Oistibution,  1960-1991 
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Figure  5.  Hourly  Ccxnpensation,  1960-1992 
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Figure  6.  Wage  Supplements,  1960-1992 
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FigufB  7.  Private  Ennployer  Health  Insuranoe  Costs  per  Fuil-Tme  Equivalent  Employee,  by  Industry 

1992 
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Rgure  8.  Private  Employer  Health  Insu^tfics  Costs  per  Covered  Worker,  by  Indusl]7 
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Rgure  9.  Income  Shares  Wrthin  Non-FmanciaJ  Corporations 

1950-1992 
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Rgure  10.  Productivity,  Compensation,  and  Wages 

1960-1992 
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The  Impact  of  the  Health  Security  Act  on  Firms 
Competing  in  International  Markets 


by 
Lewin-VHI,  Inc. 


President  Clinton's  health  care  reform  proposal,  the  Health  Security  Act,  would  funda- 
mentally reshape  the  United  States  health  care  system.  The  Health  Security  Act 
assures  that  all  Americans  have  access  to  comprehensive  health  insvu'ance  coverage  and  clear- 
ly defines  the  roles  of  employers,  governments,  and  individuals  in  financing  this  coverage. 
The  Act  also  redefines  the  role  of  insurers  in  providing  coverage  to  all  Americans  while 
realigning  the  provider  incentives  that  have  contributed  to  the  rapid  rate  of  growth  in  health 
spending  in  the  United  States.  Moreover,  it  would,  for  the  first  time,  place  limits  on  the 
growth  in  health  spending  through  a  combination  of  price  competition  and  premium  growth 
limits  over  time. 

The  Health  Security  Act  is  likely  to  have  a  favorable  impact  on  the  underlying  cost  struc- 
ture of  several  industries  which  compete  in  international  markets. 


553 


Most  US  employers  who  engage  in  international  trade  now  provide  insurance  to  their 
workforce  and  their  dependents  as  well  as  their  retirees.  The  cost  of  providing  this  coverage 
has  been  inflated  by  the  fact  that  much  of  the  care  received  by  xminsiu-ed  persons  is  actually 
paid  by  insuring  companies  through  an  informal  tax  called  the  "cost  shift".  The  cost  shift 
takes  the  form  of:  1)  inflated  charges  by  providers  who  must  recover  the  cost  of  vincompen- 
sated  care  provided  to  the  uninsured;  and  2)  coverage  for  working  dependent  spouses 
and/or  working  retirees  whose  employers  do  not  offer  insurance.  The  Act  would  relieve 
employers  of  the  cost  of  care  for  iminsured  persons  by  eliminating  uncompensated  care 
costs  through  universal  coverage  and  by  requiring  all  employers  to  insure  their  own 
employees. 

In  this  analysis,  we  estimate  the  potential  savings  to  firms  competing  in  international  mar- 
kets resulting  from  these  reforms.  These  estimates  reflect  the  impact  of  cost  shift  savings  by 
industry  and  the  savings  resulting  from  spending  controls.  Our  estimates  also  reflect  any 
offsetting  increase  in  costs  for  workers  now  excluded  from  coverage  and  improvements  in 
coverage  resisting  from  a  federal  minimum  benefits  standard.  We  also  analyze  the  impact  of 
two  alternative  methods  for  financing  universal  health  coverage. 
Our  analysis  is  presented  in  the  following  sections: 

Overview  of  the  Health  Secvuity  Act 

Data  and  methods  used 

Impact  on  private  employers 

Impact  on  industries 

Implications  for  international  competitiveness 
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I.  Overview  of  the  Health  Security  Act 


The  Act  establishes  quasi-public 
entities  called  "Health 
Alliances"  in  each  region  of  the 
country  which  aggregate  consumer 
buying  power  to  negotiate  the  best 
premiums  with  health  plans.  In  gen- 
eral, all  persons  not  otherwise  cov- 
ered under  Medicare  would  select 
from  among  alternative  plans 
offered  through  the  Health  Alliance. 
Large  employers  would  be  permit- 
ted to  establish  their  own 
"Corporate  Alliance". 

These  plans  would  be  required  to 
offer  a  uniform  benefits  package 
covering  a  standard  list  of  services 
with  standardized  patient  cost-shar- 
ing requirements. 

These  plans  are  also  required  to 
accept  all  applicants  and  are  not 
permitted  to  vary  premiums  with 
health  status  ("community  rating"). 
This  market  structure  limits  insur- 
ers' ability  to  target  healthier  popu- 
lations, thus  forcing  insurers  to 
compete  for  market  share  on  the 
basis  of  price,  provider  network,  and 
quality  of  services  provided.  All 


Overview 


In  general,  all  persons  not  covered  under  Medicare  obtain  coverage  through 
a  piogram  of  Health  Alliances  Medicaid  recipients  participate  In  Health  Alliances 
Employers  must  contribute  to  coverage  for  workers  and  dependents 
Non-workers  must  purchase  coverage 

Premium  subsidies  provided  for  low-income  persons  and  certain  employers 
Prescription  drug  coverage  under  Medicare 
Expanded  long-term  care  coverage 
Controls  on  overall  health  spending 


states  are  required  to  participate  in 
the  program  by  1998,  although 
states  are  permitted  to  participate  as 
early  as  1 996. 

Employers  are  required  to  con- 
tribute at  least  80 
percent  of  the  cost 
of  the  average  plan 
in  the  area  for  each 
fiill-time  worker, 
leaving  the  employ- 
ee to  pay  the 
remainder.  (The 
employer  has  the 
option  of  contributing  more.)  Non- 
working  individuals  also  obtain  cov 
erage  through  the  program.  The 


Average  Annual  Premium  In 
Regional  Alliance  In  1998 

Individuals  $2,732 

Couples  $5,464 

Two-Parent  Families  $5,975 

One-Parent  Families  $5,1 72 


Act  provides  premium  subsidies  to 
low-income  individuals  and 
employers  (primarily  small  firms 
with  lower  wage  workers).  In  addi- 
tion, the  federal  government  will 

pay  80  percent  of 
the  average  cost 
premium  for 
early  retirees. 
However,  these 
subsidies  are  pro- 
vided only  up  to 
an  amount  equal 
to  the  average 
cost  plan  in  the  area  to  encourage 
consumer  price  consciousness  when 
selecting  a  plan. 
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Medicaid  coverage  would  be  con- 
tinued for  persons  receiving  cash 
assistance  although  they  would 
obtain  coverage  through  the  Health 
AllianceJVledicaid  coverage  would 
be  eUminated  for  all  other  persons 
not  receiving  cash  assistance  (except 
those  on  Medicare);  these  individu- 
als would  obtain  coverage  through 
the  Health  Alliance  where  they 
would  quahfy  for  subsidies  accord- 
ing to  the  same  criteria  that  apply  to 
other  famihes.  Under  the  Act,  the 
Medicare  program  is  retained  in  its 
current  form,  although  coverage  is 
extended  to  cover  prescription 
drugs.  Long-term  care  coverage  is 
also  expanded  under  the  Act. 

The  major  elements  of  the  Act 
that  affect  employers  are  disoisses 
in  the  following  sections: 

•  Employer  Premium  Contribution 
Requirement 

•  Inter-Employer  Eqmty  Provisions 

•  Employer  Premium  Subsidies 

•  Retiree  Health  Benefits 

•  The  Corporate  Alliance  Option 

•  The  Impact  of  Community 
Rating  on  Employers 

•  Constraints  on  Premium 
Growth 


Employer  Premium 

Contribution 

Requirement 

Employers  are  required  to  pay  at 
least  80  percent  of  the  average 
cost  premium  in  the  area  for  fiill- 
ome  workers  (employed  30  hours  or 
more  per  week)  and  their  depen- 
dents. The  employer  also  pays  a 
prorated  share  of  the  premium  for 
part-rime  workers.  The  employee 
pays  the  share  of  the  cost  for  the 
selected  plan  that  is  not  paid  by  the 
employer.  The  employee's  share  will 
be  less  than  20  percent  of  cost  if  the 
employee  selects  a  plan  that  costs 
less  than  average  for  the  Health 
Alliance,  and  more  than  20  percent 
if  the  selected  plan  costs  more  than 
average. 

The  employer  is  permitted  to 
supplement  employee  health  bene- 


fits by  paying  more  than  80  percent 
of  the  average  cost  premium  or  by 
providing  coverage  for  services  not 
covered  vmder  the  uniform  package 
(e.g.,  adult  dental  care,  eyeglasses, 
etc.).  These  supplemental  benefits 
continue  to  be  exempt  from  taxation 
as  under  current  law  through  2003 
after  which  they  become  taxable.  A 
crucial  factor  in  determining  the 
impact  of  health  care  reform  is  the 
extent  to  which  employers  decide  to 
provide  these  supplemental  benefits. 
For  illustrative  purposes,  we  assume 
that  1)  all  employers  operating 
unionized  workplaces  will  continue 
to  cover  any  services  that  they  now 
cover  which  are  not  covered  under 
the  uniform  benefits  package;  and  2) 
that  employee  premium  contribu- 
tions do  not  increase  above  current 
levels  for  unionized  workers.  All 
other  employers  are  assumed  to 


Employer  Premium  Financing  Requirements 

Employer  pays  at  least  80  percent  ot  the  average  cost  premium  In  the  Health 
Alliance  for  full-time  workers  (30  or  more  hours  per  week)  and  dependents 
Employer  also  pays  a  prorated  stiare  of  ttie  premium  for  part-time  workers  to 
the  Health  Alliance 
Employee  pays  remaining  premium 

-Share  of  average  cost  plan  not  paid  by  employer 

-Full  increment  of  cost  for  the  more  costly  plan 
Employer  is  permitted  to  provide  additional  benefits  (not  taxable  to  the 
employee  until  2003) 

The  cost  of  family  coverage  in  two-worker  families  is  shared  among  the  two 
employers  
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continue  supplemental  benefits  only 
if  their  costs  are  reduced  under  the 
Act. 

Inter-Employer  Equity 
Provisions 

The  plan  also  includes  provi- 
sions which  are  intended  to 
improve  equity  among  employers  in 
financing  health  care.  Under  today's 
system,  many  employers  who  now 
offer  insurance  cover  spouses  of 
employees  who  are  employed  by 
firms  that  do  not  offer  insurance 
(Figure  1).  Many  other  employers 
cover  working  spouses  who  choose 
to  be  covered  by  their  spouses' 
employers  rather  than  their  own, 
presumably  in  pursuit  of  better  cov- 
erage. 

The  Health  Security  Act  requires 
both  employers  to  contribute  to  the 
cost  of  covering  the  workers  and 
dependents  in  two-worker  families. 
In  this  calculation,  the  two-parent 
premium,  estimated  to  be  $5,975  in 
1998,  is  divided  by  the  average 
number  of  workers  in  two-parent 
families.  Assuming  1.4  workers  per 
two-parent  family  (Lewin-VHI  esti- 
mate), the  family  premium  is 
reduced  to  $4,268.  Under  the 
Health  Security  Act,  each  employer 
pays  80  percent  of  this  reduced  pre- 
mium amount  for  each  worker  with 
a  two-parent  bmily  regardless  of 


whether  the  spouse  is  actually 
employed.  On  average,  this  has  the 
effect  of  sharing  the  cost  of  covering 
two-worker  famihes  across  both 
employers  (as  discussed  above) 
while  avoiding  the  administrative 
complexity  of  dividing  premium 
costs  across  multiple  employers  for 
each  two-worker  family. 


with  75  or  fewer  workers  (on  a  full- 
time  equivalent  basis)  would  have  a 
cap  on  spending  which  for  the 
smallest  firms  could  be  as  low  as  3.5 
percent  of  payroll  depending  upon 
the  average  payroll  of  the  firm 
(Table  1).  Thus,  the  deepest  subsi- 
dies will  be  provided  to  small  firms 
with  lower-wage  workers. 

No  subsidies  are  provided  to 
firms  with  5,000  or  more  employees 


Retiree  Coverage 

Persons  age  55  through  64  are  eligible  for  coverage  as  retirees  If  they  meet 
Social  Security  covered  quarters  requirements,  effective  January  1, 1998 
Federal  government  pays  80  percent  of  Regional  Alliance  premium 

-Retiree  pays  20  percent 

-  Federal  share  offset  by  employer  contribution  for  working  retirees 
Employers  who  now  have  retiree  health  coverage  agreements  must  pay  the 
retiree  share  (20  percent)  for  eligible  Individuals 
Employers  return  to  the  federal  government  half  of  the  savings  under  the  early 
retiree  provision  in  1998  through  2000 
Assumes  no  labor  supply  effects  4 


Employer  Premium 
Subsicfies 

The  plan  would  provide  subsi- 
dies to  employers  to  minimize 
potential  job  loss  under  the  employ- 
er coverage  requirement  In  general, 
private  employer  health  spending 
for  workers  and  dependents  would 
be  capped  not  to  exceed  an  amount 
equal  to  7.9  percent  of  the  employ- 
er's total  payroll.  However,  firms 


until  the  fifth  year  of  the  program 
and  then  only  to  firms  that  partici- 
pate in  the  Regional  Alliance. 
Subsidies  are  phased-in  for  firms 
with  5,000  or  more  workers 
between  the  fifth  and  eighth  years 
of  the  program. 

These  employer  premium  subsi- 
dies for  small  employers  would  tend 
to  decline  over  time  because  the 
average  payroll  eligibility  thresholds 
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are  not  indexed  to  inflation.  As 
shown  in  Table  1,  for  firms  with 
fewer  than  75  workers,  the  employ- 
er premium  cap  is  reduced  for 
employers  at  succeedingly  lower 
average  payroll  thresholds  (i.e., 
$12,000,  $18,000,  etc.).  However, 
because  these  average  payroll 
thresholds  are  not  indexed,  fewer 
and  fewer  employers  will  quaUfy  for 
these  reduced  premium  caps  over 
time. 


Retiree  Health  Benefits 

The  Health  Security  Act  would 
relieve  employers  of  much  of 
the  cost  of  covering  early  retirees  in 
firms  that  now  provide  early  retiree 
health  benefits.  Beginning  in  1998, 
all  persons  age  55  through  64  meet- 
ing the  covered  quarters  require- 
ments under  Social  Security  would 
be  eligible  for  federally  subsidized 
coverage  as  retirees.  Under  this  pro- 
vision, the  federal  government 
would  pay  80  percent  of  the 
Regional  AUiance  premium  for  eligi- 
ble retirees.'    Employers  who  now 
have  retiree  health  coverage  agree- 
ments would  pay  the  retiree  share  of 
the  premium  (20  percent)  resulting 
in  substantial  net  savings  to  employ- 
ers who  now  provide  retiree  health 
benefits. 


Special  Rules  For  Firms  Witii  5,000  Or  More  Workers 

Large  firms  may  form  a  Corporate  Alliance 
-Must  announce  intention  to  do  so  by  January  1 , 1 996 
-Must  pay  a  one  percent  payroll  tax  beginning  in  1996  even  in  a  state  that 

has  not  yet  initiafed  a  Regional  Alliance 
-Do  not  qualify  for  subsidies  (i.e.,  premium  cap) 
-Must  pay  95  percent  of  the  lowest  cost  premium  for  workers 
with  earnings  less  than  $15,000 
•       Large  firms  entering  Regional  Alliance 

-Oo  not  qualify  for  premium  subsidies  until  fifth  year  of  program  (subsidies 

phase  in  between  fifth  and  eighth  year  of  program) 
-Large  firnns  are  age  and  sex  rated  until  fifth  year  of  program 
(phase-down  to  community  rate  between  fifth  and  eighth  year  of  program) 
-Decision  is  irreversible 


Employers  are  required  to  return 
to  the  federal  government  a  portion 
of  the  savings  realized  under  the 
early  retiree  coverage  provision  for 
a  period  of  three  years  (1998 
through  2000).  The  amount  that 
employers  are  required  to  pay  is 
equal  to  one-half  of  the  amount 
spent  for  early  retiree  health  bene- 
fits in  1992  (updated  for  health  cost 
inflation).  This  amount  will  gener- 
ally be  less  than  half  of  actual  sav- 
ings under  the  provision  due  to  the 
increase  in  early  retirees  since  1992. 


The  Corporate  Alliance 
Option 

The  Health  Security  Act  permits 
large  employers  (5,000  or  more 
workers)  to  estabhsh  Corporate 
Alliances  for  their  employees. 
Corporate  Alliances  continue  as 
benefits  managers  for  their  own 
firms  and  do  not  participate  in  the 
Regional  Alliance.  A  Corporate 
Alhance  must  sponsor  at  least  one 
fee-for-service  plan  and  at  least  two 
additional  plans,  only  one  of  which 
may  be  self-funded.  These  plans 
must  conform,  at  a  minimum,  to  the 
uniform  benefits  and  patient  cost- 
sharing  provisions  of  the  Act  The 
Corporate  Alliance  is  also  required 
to  stay  widiin  its  budget  cap 
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(explained  below).  In  addition  to 
large  corporations,  several  other 
groups  are  permitted  to  form  a 
Corporate  Alliance  including,  the 
Postal  Service,  Taft-Hartley  plans, 
and  Rural  Eleccrificadon 
Administration  Cooperatives. 

Several  requirements  and  restric- 
tions are  placed  on  firms  that  wish 
to  form  Corporate  Alliances.  First,  a 
firm  must  announce  its  intention  to 
form  a  Corporate  Alhance  no  later 
dian  January  1,  1996.  The  firm 
must  also  begin  paying  a  one  per- 
cent payroll  tax  to  the  federal  gov- 
ernment in  1996,  even  if  located  in 
a  state  that  is  not  yet  participating 
under  the  Health  Security  Act. 
Firms  that  participate  in  the 
Corporate  Alliance  are  not  eligible 
to  receive  subsidies.  Rather,  they  are 
required  to  subsidize  coverage  for 
low-wage  employees  by  paying  95 
percent  of  the  lowest  cost  premium 
for  workers  who  earn  less  than 
515,000  per  year.  Corporate 
Alliances  are  automatically  termi- 
nated if  corporate  employment  falls 
below  4,800  employees  and/or  the 
firm  exceeds  its  budget  caps  in  two 
of  the  three  prior  years  of  opera- 
tion. 

The  decision  to  form  a 
Corporate  Alliance  will  be  influ- 
enced by  several  complex  considera- 
tions (see  Figure  2).  Some  corpora- 


tions may  find  that  the  cost  of  cov- 
ering their  workers  under  a 
Corporate  Alliance  will  be  substan- 
tially less  than  the  cost  of  paying  the 
Regional  AUiance  premium  even 
after  accounting  for  the  one  percent 
payroll  tax.  This  is  because  the 
community  rated  premium  in  the 
Regional  Alliance  is  generally  high- 
er than  the  cost  of  coverage  for 
workers  due  to  the  fact  that  the 
Regional  AUiance  also  includes  non- 
working  populations  with  above 
average  health  care  costs  (discussed 
below).  Moreover,  many  employers 
may  wish  to  continue  to  sponsor . 
coverage  to  maintain  some  control 
over  cost  and  employee  welfere.  In 
firms  that  decide  to  provide  supple- 
mental benefits,  it  may  also  be  less 
costiy  to  administer  all  coverage 
through  a  single  Corporate  Alliance 
than  to  provide  a  separate  wrap- 
around pohcy  for  persons  covered 
in  the  Regional  Alliance.  However, 
many  large  employers  may  find  that 
participating  in  the  Regional 
Alliance  will  be  less  costly  than 
establishing  their  own  Corporate 
AUiance. 

In  this  analysis,  we  assumed  that 
all  unionized  workplaces  with  5,000 
or  more  workers  will  adopt  the 
Corporate  Alliance  option.  We  also 
assume  that  among  non-unionized 
firms  with  5,000  or  more  workers. 


the  employer  wiU  form  a  Corporate 
Alliance  only  if  it  is  less  costly  to  do 
so  for  calendar  year  1996.  Based 
upon  these  assumptions,  we  esti- 
mate that  about  60  percent  of  firms 
with  5,000  or  more  workers  will 
establish  Corporate  AUiances. 


The  impact  of  Community 
Rating  on  Employers 

Community  rating  wiU  have  a 
profound  impact  on  employer 
health  spending.  Under  the  Act,  aU 
individuals  in  a  given  health  plan  pay 
the  same  premium  for  their  type  of 
femily  (i.e.,  individual,  two- parent 
family,  etc.)  regardless  of  their  age  or 
health  status.  This  means  that 
younger  healthier  populations  wiU 
cross-subsidize  the  cost  of  care  for 
older  and  sicker  groups.  In  particu- 
lar, it  impUes  that  employers  and 
workers  wiU  cross-subsidize  non- 
workers.  For  example,  the  average 
monthly  per-capita  cost  of  the  uni- 
form benefits  package  would  be 
roughly  $160  for  workers  and 
dependents  whUe  the  monthly  per- 
capita  for  non-workers  would  be 
about  $3 19  (Figure  3).  The  overall 
community  rated  per-capita  premi- 
um would  be  about  $182  per  month, 
which  is  about  14  percent  higher 


Health  Care  Reform  and  US  Competttiveness 


559 


Constraints  On  Premium  Growth 

•  Limits  in  Alliance  premium  growth  apply  in  1996  and  thereafter 

■^pFWniNr,  RROWTH  LIMITS 

1996  CPU  Population  Growth +  1.5  percent 

1 997  CPU  Population  Growth  + 1 .0  percent 

1998  CPI  +  Population  Growth  +  0.5  percent 

1999  CPI  +  Population  Growth 

2000  CPI  +  Population  Growth 

2001  and  later     CPI  +  Real  GDP  +  Population  Growth 

•  Adjustments  are  provided  for  demographic  changes 

•  Premium  growth  limits  apply  in  first  year  of  Regional  Alliance  program  as  If  the 
program  began  in  1996  regardless  of  the  date  the  state  establishes  the  Regional 
Alliance 


than  the  actual  cost  for  workers  and 
dependents. 

This  employer  cross-subsidy  of 
non-workers  reduces  substantially 
the  federal  cost  of  assuring  universal 
coverage.  This  is  because  the  non- 
worker  population,  which  includes 
early  retirees  and  Medicaid  non- 
cash recipients  shifted  to  the  Health 
Alliance,  will  generally  receive  pre- 
mium subsidies  under  the  Act. 
However,  due  to  this  community 
rating  cross-subsidy,  the  federal 
government  will  subsidize  premium 
purchases  for  non-workers  at  $182 
per  month  rather  than  at  their  actu- 
al cost  of  $3 19  per  month.  Thus,  in 
effect,  employers  and  the  federal 
government  share  in  the  cost  of 
insuring  the  lower  income  non- 
working  population.  This  is  one  of 
the  primary  reasons  why  the  federal 
cost  of  assuring  universal  coverage 
under  the  Act  is  less  than  might 
have  been  expected.  It  is  also  one  of 
the  primary  reasons  why  employer 


health  spending  would  remain  well 
above  currently  projected  levels  into 
the  next  century  despite  constraints 
on  the  rate  of  growth  in  health 
spending. 


Constraints  on  Premium 
Growth 

The  Health  Security  Act 
includes  constraints  on  the 
growth  in  health  spending  that,  if 
implemented,  could  result  in  sub- 
stantial long-run  savings  to  employ- 
ers. The  initial  year  premium  levels 
would  be  permitted  to  increase 
based  upon  a  formula  specified  in 
the  Act  Beginning  in  1996,  premi- 
ums would  be  permitted  to  increase 
by  the  rate  of  growth  in  the  con- 
sumer Price  Index  (CPI)  (plus  an 
additional  allowance  in  1996 
through  1999)  plus  an  allowance  for 
population  growth.  The  Act  also 


permits  an  adjustment  for  material 
changes  in  the  demographic  compo- 
sition of  the  population  covered 
under  the  Health  Alliance.  This 
demographic  adjustment  could  add 
to  the  overall  rate  of  growth  in 
spending  due  to  a  projected  increase 
in  the  average  age  of  persons  cov- 
ered under  the  Health  Alliance  by 
2000.  For  example,  the  number  of 
persons  age  45  through  64  is  pro- 
jected to  increase  by  1 3  percent 
between  1996  and  2000  due  to  the 
advancing  age  of  the  baby  boom 
population. 

These  premium  growth  limits 
apply  to  all  Regional  and  Corporate 
Alliances  regardless  of  the  year  a 
state  first  participates  under  the  Act. 
For  example,  the  maximum  allow- 
able premium  for  a  Regional 
Alliance  first  established  in  1998 
would  be  the  same  as  if  the  state  had 
been  participating  under  the  Act 
since  1996.  Thus,  in  states  that 
delay  participation  imtil  1998, 
insurers  could  find  that  allowable 
premium  levels  are  actually  lower 
than  what  they  charged  in  1997. 
This  reflects  the  fact  that  the  cumu- 
lative effect  of  the  premium  growth 
limits  over  rime  will  hold  premium 
amounts  in  future  years  to  lower 
levels  than  would  be  charged  in  the 
absence  of  premium  growth  hmits. 

The  National  Health  Board  is 
empowered  to  recover  spending  in 
excess  of  allowable  levels  through 
premium  assessments  in  future 
years.  If  a  Health  Alliance  exceeds 
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II.  Data  and  Methods  Used 


its  expenditure  limits,  the  Board  can 
assess  each  plan  and  its  providers  an 
amount  equal  to  the  excess  spending 
in  the  Health  Alliance  in  the  prior 
year.  These  revenues  wotdd  be  used 
to  reduce  premium  contributions  in 
future  years. 

In  this  analysis,  we  estimated  the 
potential  impact  of  the  Health 
Security  Act  on  expenditures  for 
employers  using  the  Lewin-VHI 
Health  Benefits  Simulation  Model 
(HBSM).  HBSM  is  a  microsimula- 
tion  model  of  health  expenditures 
which  permits  us  to  estimate  the 
impact  of  health  care  reform  alter- 
natives on  aggregate  health  spending 
and  on  expenditures  for  major  pay- 
ers for  health  care.  HBSM  provides 
estimates  of  program  impacts  by 
source  of  payment,  including: 

*  Number  of  workers  and  depen- 
dents affected; 

•  Cost  to  employers; 

*  Impact  on  firms  that  do  not  now 
insure; 

•  Number  of  firms  affected; 


Uncompensated  care  cost  shift 
savings;  and 

Tax  savings  (corporate  deductions 
for  health  benefits,  if  applicable). 


The  data  and  methods  used  to 
develop  estimates  of  employer 
impacts  by  industry  are  discussed 
below. 


Overview  of  Model 

HBSM  is  tised  to  estimate  the 
number  and  types  of  persons 
who  become  covered  under  various 
health  care  programs  including 
employer  mandates,  single  payer 
plans,  Medicaid  expansions  and  sub- 
sidized insurance  pools.  It  then  esti- 
mates the  increase  in  utilization 
which  occurs  as  coverage  is  extended 


Model  And  Data 

Health  Benefrts  Simulation  Model  (HBSM) 

-Household  data  base 

-Statistical  match  with  employer  data  base 

-Updated  and  projected  to  1 998 
Household  data  file  - 1 987  National  Medical  Expenditures  Survey  (NMES) 

-Source  of  Insurance 

-Health  services  utilization 

-Health  expenditures  by  source  of  payment  and  type  of  service 

-Family  Income/employment  data 

-Employment  characteristics 

-Age/sex/famlly  composition 
•       Statistical  match  with  1991  Health  Insurance  Association  ot  American  (HIAA) 
Survey  of  Employers  (3,000  firms) 

-Characteristics  of  health  plan  (if  offered) 

-Covered  workers;  family,  individual 

-Non-covered  workers 

-Employee  characteristics  (category,  age,  full-time,  part-time) 
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Projection  to  1998 

Populallon 

•  Matches  population  in  1 992  Current  Population  Survey  (CPS) 

-Age,  sex 

-Firm  size 

-family  structure  (two-worker  family,  etc.) 

-Family  income 

•  Matches  trends  in  insurance  coverage  by  source  of  coverage  reported 
in  the  CPS  (1987-1992) 

Population  adjusted  from  1992  to  1998  based  on  Social  Security  population 
projections 
Health  expenditures  In  1998 

•  Adjusted  to  match  CBO  projections  of  health  spending  by  type  of  service  and 
source  of  payment 

•  Supplemented  with  Health  Care  Financing  Administration  (HCFA)  data  on: 

-Medicare  spending  by  type  of  service 
-Medicaid  data  by  type  of  service 
-Private  spending  by  type  of  service 
-Prescription  drug  spending 


to  previously  uninsured  persons. 
Program  costs  are  then  estimated  by 
determining  the  allowable  reim- 
bursement for  each  health  care  event 
reported  by  insured  persons  using 
the  coverage  and  cost-sharing  rules 
specified  in  the  policy  option.  In 
addition,  HBSM  shows  the  change 
in  health  services  urilizarion  and 
expenditures  for  hospitals,  physi- 
cians, prescription  drugs,  other 
health  care  providers,  and  changes 
in  hospital  uncompensated  care 
costs. 

The  basic  data  source  used  in  the 
model  is  the  1987  National  Medical 


Ejcpenditures  Survey  (NMES)  data 
which  has  been  "aged"  to  be  repre- 
sentative of  the  population  and 
health  expenditures  in  1998.  NMES 
is  the  most  recent  representative 
sample  of  persons  in  the  United 
States  which  provides  information 
on  family  income,  employment, 
family  structure,  sources  of  health 
insurance,  utilization  and  expendi- 
tures for  various  types  of  health  ser- 
vices, and  amoimts  paid  for  care  by 
various  sources  (insurance,  out-of- 
pocket,  etc.).  We  aged  these  data  so 
that  they  are  representative  of  the 
levels  of  income,  population,  insur- 


ance coverage  and  employment  as 
reported  in  the  1992  Current 
Population  Survey  (CPS)  data,  and 
health  expenditures  as  estimated  by 
the  Congressional  Budget  Office 
(CBO)  for  1998. 

The  model  also  uses  a  1991  sur- 
vey of  private  employers  developed 
by  the  Health  Insurance  Association 
of  America  (HIAA).  The  HIAA  data 
is  a  survey  of  about  3,000  employers 
which  provides  information  on 
employer  insurance  coverage, 
including:  covered  services,  patient 
cost-sharing  requirements,  and 
number  of  covered  workers.  This 
source  also  provides  data  on 
employer  payroll  and  the  demo- 
graphic characteristics  of  persons 
employed  within  the  firm.  The  sam- 
ple includes  private  as  well  as  state 
and  local  government  employers 
and  includes  employers  that  do  and 
do  not  offer  insurance.  We  statisti- 
cally matched  these  data  with  indi- 
viduals in  the  NMES  data  to  form  a 
data  base  that  includes  information 
on  both  worker  and  employer  char- 
acteristics. 

HBSM  uses  these  data  to  esti- 
mate the  impact  of  policies  to 
expand  sources  of  public  and  private 
health  insurance  utilization  and 
sources  of  payment  for  health  care. 
Using  the  income  and  employment 
information  reported  in  the  data 
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baise,  the  model  estimates  the  num- 
ber of  persons  potentially  affected 
by  Medicaid  expansions  and/or 
employer  mandates  and  estimates 
the  number  who  wilJ  enroll  based 
upon  observed  patterns  of  enroll- 
ment behavior  in  existing  public  and 
private  insurance  programs.  The 
model  then  estimates  the  increase  in 
utilization  which  will  occur  as  cov- 
erage is  extended  to  previously 
uninsured  persons.  The  model  also 
determines  which  of  the  individual's 
services  are  covered  under  the  plan, 
the  reimbursement  amount  for 
these  services  imder  the  plan's  cost- 
sharing  rules,  and  savings  to  the 
sources  of  payment  for  this  care 
under  current  law  (family  out-of- 
pocket,  county  hospitals,  charity 
care,  etc.). 

The  microsimulation  approach 
enables  us  to  develop  aggregated 
estimates  of  program  impacts  while 
also  providing  information  on  the 
distribution  of  these  effects  across 
socioeconomic  groups.  Because  the 
model  is  based  upon  a  representa- 
tive sample  of  the  population,  it 
produces  aggregate  estimates  of  the 
impact  of  policy  proposals  on  the 
total  number  of  persons  affected, 
aggregate  health  spending,  and  pro- 
gram costs.  However,  because  the 
model  develops  these  estimates 
based  upon  analyses  performed  on 


an  individual-by-individual  basis, 
the  model  also  provides  estimates  of 
the  impact  of  these  policies  on  vari- 
ous socioeconomic  groups. 


Current  Health  Spending 
by  industry 

We  developed  estimates  of 
health  spending  by  industry 
using  HBSM  together  with  detailed 
employment  and  insurance  coverage 
data  obtained  from  the  Bureau  of 
the  Census.  HBSM  provides  esti- 
mates of  the  impact  of  reform  on 
private  employers  by  firm  size  and 
by  major  industry  categories  (single 
digit  level).  These  estimates  are  pro- 
duced routinely  with  each  model 
simulation.  The  model  does  not, 
however,  provide  estimates  for 
detailed  industry  groups  (i.e.,  two- 
digit  level).  This  is  because  the  cur- 
rendy  available  employer  health 
plan  data  (HLAA  and  SBA  Surveys) 
—  which  are  central  to  the  HBSM 
modeling  structure  —  are  provided 
at  the  single-digit  level  only.  Also, 
the  population  data  used  in  the 
model  (the  NMES  Survey)  generally 
cannot  be  disaggregated  beyond  the 
single-digit  level.  Therefore,  in  this 
analysis  we  supplemented  the  model 
with  additional  data. 


We  estimated  coverage  and 
employment  data  for  detailed  indus- 
try groups  using  the  March  Current 
Population  Survey  data  (CPS).  The 
CPS  data  provide  information  on 
earnings  and  employment  by 
detailed  industry  (three-digit).  CPS 
also  provides  data  on  the  number  of 
employees  with  and  without  cover- 
age by  industry,  including  informa- 
tion on  the  demographic  composi- 
tion of  these  workers  and  their 
dependents.  We  "pooled"  CPS  data 
forMa.ch  1988  through  March 
1992  to  assure  a  sample  size  suffi- 
cient for  estimating  the  impact  of 
reform  by  industry  at  the  two-digit 
level. 

Because  the  CPS  data  do  not 
include  health  spending  informa- 
tion, we  imputed  health  spending 
data  for  each  observation  in  the 
pooled  CPS  data.  This  was  done  by 
statistically  matching  each  individ- 
ual in  the  pooled  CPS  to  an  individ- 
ual in  the  HBSM  database.  The 
HBSM  data  provide  information  on 
health  plan  characteristics  and  pre- 
miums. These  data  were  used  to 
estimate  health  spending  for  indi- 
viduals by  industry.  Individuals  were 
matched  to  HBSM  individuals  with 
comparable  payroll  and  demograph- 
ic profiles. 

It  is  important  to  note  that  the 
HBSM  data  provide  information  at 
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the  single-digit  industry  level  only. 
This  means  that  we  are  implicidy 
assuming  that  costs  within  each 
individual  two-digit  industry  group 
are  the  same  as  the  overall  amount 
estimated  at  the  single-digit  indus- 
try level.  Therefore,  in  our  analysis, 
variations  in  cost  within  a  single- 
digit  industry  group  by  two-digit 
industry  codes  are  attributed  entire- 
ly to  demographic  differences  across 
two-digit  industry  groups. 


Estimating  tlie  Impact  of 
Reform 

We  estimated  the  impact  of 
reform  on  each  industry 
using  the  pooled  CPS  data  described 
above.  The  change  in  employer 
spending  was  estimated  for  each 
individual  in  the  following  steps: 


*Newly  Covered  Persons-Nev/ly 
covered  persons  were  estimated 
from  the  CPS  data  using  the  cover- 
age information  provided  in  the 
CPS  file.  The  cost  of  coverage  was 
estimated  based  upon  HBSM  esti- 
mates of  the  per-capita  cost  of  the 
minimum  benefits  plan  by  age  and 
sex. 

'Coverage  Upgrade-We  estimated 
the  impact  of  requirements  to 
upgrade  coverage  to  the  minimum 
standard  using  the  HBSM  assigned 
to  each  individual  in  the  CPS. 
These  data  permit  us  to  identify 
persons  in  plans  which  would  be 
required  to  upgrade  either  benefits 
or  the  employer  premium  contribu- 
tion. 

We  also  estimated  cost  shift  sav- 
ings. This  includes: 


•  Uncompensated/Undercompen- 
sated  Care  Cost  5A«/t-Premiums  in 
firms  that  now  offer  insurance  were 
adjusted  to  reflect  reduced  cost 
shifting  due  to  reductions  in  hospi- 
tal uncompensated  care  costs  and 
improvements  in  reimbursement 
under  public  plans. 
'Spousal  arid  Retiree  Coverage 
Savings-We  estimated  the  savings 
associated  with  requiring  dependent 
spouses  to  take  coverage  on  their 
own  job  directiy  from  the  CPS  data 
by  shifting  the  cost  of  coverage  for 
affected  persons  to  their  own  indus- 
try. 

The  results  were  then  tabulated  for 
various  industries  at  the  two-digit 
level  and  for  firms  in  various  indus- 
try groups  such  as  tradables  and 
export/import  sensitive  industries. 


Health  Care  Reform  and  US  CoMPErrnvBs'Ess 


564 


ril.  Impact  on  Private  Employers 


Private  employers  will  be  the  pri- 
mary source  of  financing  for 
coverage  provided  through  the 
Health  Alliance.  Employer  spending 
for  health  benefits  in  1998  would 
increase  fi-om  $254.2  billion  under 
current  policy  to  $283.1  billion 
under  the  Health  Security  Act  This 
includes  new  employer  costs  under 
health  care  reform  net  of  premium 
subsidy  payments  and  other  savings. 
The  impact  of  reform  on  private 
employers  will  vary  by  firm  size  and 
industry.  It  will  also  vary  among 
employers  within  industry  and  firm 
size  groups  depending  upon  the 
degree  to  which  individual  employ- 
ers insure  their  workers  and  the 
types  of  benefits  they  now  offer. 
The  impact  of  health  care  reform 
on  private  employers  is  discussed  in 
the  following  sections: 

•  Impact  on  total  private 
employer  health  spending; 

•  Impact  on  employer  spending 


Impact  on  firms  that  now  offer 

insurance; 

Impact  by  firm  size;  and 

Sensitivity  to  cost  growth  assump- 


Impact  on  Private 
Employer  Health 
Spending  in  1998 

In  the  absence  of  reform  private 
employers  will  spend  about 
$254.2  billion  on  health  care  in  1998 
(Table  2).  This  includes  the  employ- 
er share  of  spending  for  workers  and 
dependents  (S226.2  billion)  and 
retiree  health  benefits  ($28.0  bil- 
hon).  Employer  spending  in  1998 
would  increase  by  $28.9  billion 
under  the  Act  Aggregate  health 
spending  in  firms  that  now  offer 
insurance  would  decrease  by  about 
$0.4  billion  while  health  spending 
by  firms  that  do  not  now  provide 
insurance  would  be  $29.3  biUion. 


The  cost  to  employers  for  health 
services  required  under  the  program 
for  workers  and  dependents  would 
be  $230.7  billion  in  1998  (Table  2). 
However,  employers  are  likely  to 
provide  supplemental  benefits 
and/or  premium  contributions  for 
workers  and  dependents  in  many  of 
the  workplaces  that  now  provide 
benefits  in  excess  of  the  uniform 
benefits  standard  specified  in  the 
Act  We  estimate  the  value  of  these 
supplemental  benefits  to  be  $19.4 
billion  in  1998.  As  discussed  above, 
we  estimated  the  amount  of  these 
supplements  based  upon  the 
assumption  that  in  workplaces  with 
negotiated  labor  agreements, 
employers  will  supplement  both 
benefits  and  premium  contributions 
in  cases  where  the  employer  now 
provides  benefits  in  excess  of  stan- 
dards required  under  the  Act  We 
assume  that  firms  in  non-unionized 
workplaces  will  continue  supple- 
mental benefits  only  in  instances 
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where  their  spending  for  health 
benefits  is  reduced  under  the  Act. 
Employer  supplements  in  these 
firms  include: 

'Benefits  —  Employers  will 
continue  to  cover  any  benefits 
that  they  now  cover  which  are 
not  covered  under  the  uniform 
benefits  plan  (i.e.,  adult  dental, 
eyeglasses,  etc.) 

•Premium  contribution  —  The 

dollar  amount  of  the  employee 
premium  contribution  is  not 
allowed  to  increase  above  the 
current  amount  Thus,  if  the 
overall  premium  increases 
under  the  plan,  the  employer 
pays  the  fiill  amount  of  the 
premium  increase. 
Employers  will  also  provide 
retiree  benefits  although  the  cost  of 
these  benefits  will  be  reduced  under 
the  early  retiree  provisions  of  the 
plan.  As  discussed  above,  the  federal 
government  will  pay  80  percent  of 
the  cost  of  the  premium  in  the 
Regional  Alliance  for  early  retirees 
(age  55  through  65)  leaving  the 
employer  to  pay  only  the  retiree's 
share  (20  percent)  of  the  premium. 
This  will  reduce  private  employer 
expenses  for  retiree  coverage  from 
$28.0  billion  under  current  policy  to 
about  $20.2  billion. 


Employer  premium  payments 
would  increase  by  an  additional 
$45.2  bilhon  because  employers 
would  be  required  under  the  Act  to 
participate  in  the  community  rated 
Alliance  pools  that  include  higher 
than  average  cost  populations.  As 
discussed  above,  workers  and 
dependents  in  the  Regional  Alliance 
will  be  pooled  with  higher  cost 
groups  such  as  early  retirees.  This 
raises  the  community  rated  premi- 
ums above  the  average  cost  of  cov- 
ering workers  and  dependents. 
Thus,  a  portion  of  the  premium 
paid  by  employers  ($45.2  billion) 
will  be  used  to  cross-subsidize  care 
provided  to  other  high  cost  popula- 
tions. In  addition,  the  Corporate 
Alliance  payroll  tax  would  add  about 
$6.7  bilhon  to  employer  health 
spending. 

These  costs  will  be  offset  by  pre- 
mium subsidies  in  the  amount  of 
$39.1  billion.  As  discussed  above, 
employer  premium  payments  are 
capped  not  to  exceed  a  specified 
percentage  of  payroll  which  varies 
with  firm  size  and  average  payroll. 
Of  this  $39.1  billion  in  subsidies, 
about  46  percent  would  go  to  firms 
that  now  offer  insurance  while  the 
remainder  would  go  to  firms  that  do 
not  now  provide  insurance. 


Impact  on  Employer 
Spending  Over  Time 

Private  employer  health  spending 
will  increase  gradually  over  the 
1996  through  1998  period  as  states 
participate  under  the  Act  (Figure  4) 
and  will  continue  to  be  higher  than 
projected  imder  current  law  through 
the  end  of  the  century.  However,  the 
rate  of  growth  in  private  employer 
health  spending  would  be  substan- 
tially lower  than  under  current  poli- 
cy due  to  the  premium  caps. 

The  increase  in  employer  spend- 
ing under  the  Act  reflects  the  cost  of 
covering  workers  who  airrently  do 
not  have  coverage  on  their  jobs  off- 
set by  cost  containment  savings 
under  the  Act  Among  employers 
who  now  offer  insurance,  costs 
would  increase  initially  due  to  the 
cost  of  covering  workers  now 
excluded  from  coverage  in  these 
firms,  the  cost  of  upgrading  cover- 
age to  the  minimum  standard  under 
the  Act,  and  the  one  percent  payroll 
tax  paid  by  finns  that  decide  to  form 
a  Corporate  Alliance.  Once  all  states 
participate  under  the  Act  in  1998, 
spending  for  these  firms  would 
decline  below  currendy  projected 
levels  due  to:  1)  cost  controls; 
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2)  federal  coverage  of  early  retirees 
under  the  Health  Alliance;  and  3) 
the  fact  that  coverage  for  working 
dependents  in  employer  plans  in 
effect  would  be  financed  by  their 
own  employers  resulting  in  savings 
to  firms  that  now  provide  insurance 
(Figure  5).2 


Impact  on  Firms  That 
Now  Offer  Insurance  In 
1998 

The  impact  of  reform  on  firms 
that  now  offer  insurance  is 
complex.  Employers  who  currendy 
exclude  large  nimibers  of  persons 
from  their  health  plans  will  now  be 
required  to  cover  these  workers. 
Some  employers  will  pay  more  to 
upgrade  the  coverage  they  now  offer 
to  the  minimum  standard  and  most 
will  find  that  they  will  pay  a  higher 
premium  to  cross-subsidize  coverage 
for  higher  cost  groups  in  the  com- 
munity rated  pool.  These  increases 
in  costs  will  be  partly  offeet  by  sav- 
ings fi-om  requiring  working  depen- 
dents to  take  coverage  on  their  own 
jobs,  managed  care  savings,  savings 
fi-om  administrative  simplifications, 
and  employer  subsidies. 

These  new  costs  and  their  offset- 
ting savings  are  illustrated  in  Table 


3  for  firms  that  now  provide  insur- 
ance. 


New  Employer  Costs 

About  40  percent  of  all  workers 
who  do  not  have  insurance  on 
their  job  are  actually  employed  by  a 
firm  that  offers  insurance  to  at  least 
some  of  its  workers.'  Some  of  these 
workers  are  ineligible  for  coverage 
imder  the  rules  of  the  plan.  Others 
have  declined  coverage  either 
because  they  have  coverage  else- 
where (i.e.,  covered  on  spouse's  plan 
or  Medicare)  or  because  they  are 
unable  or  unwilling  to  pay  the  work- 
er share  of  the  premium.  Moreover, 
some  workers  decline  family  cover- 
age, leaving  their  dependents  unin- 
sured, particularly  in  cases  where  the 
employer  contributes  nothing 
towards  the  cost  of  family  coverage. 
The  cost  of  covering  ineligible 
workers  and  persons  who  have 
declined  coverage  would  be  about 
$44.7  billion  in  1998  for  private 
employers  who  now  provide  insua-- 
ance. 

Some  employers  will  also  be 
required  to  improve  benefits  to  the 
minimum  standard  under  the  plan. 
This  includes  the  cost  of  covering 
services  that  are  not  now  covered  by 
the  employer  and  the  cost  of 


increasing  the  share  of  the  premium 
paid  by  the  employer  to  the  mini- 
mum standard  (80  percent  for  indi- 
vidual and  family  coverage).  TTiese 
benefits  adjustments  will  be  offset, 
however,  by  reductions  in  benefits 
among  some  firms.  For  example, 
some  employers  now  offer  benefits 
that  are  more  comprehensive  than 
those  covered  under  the  uniform 
benefits  package  (i.e.,  higher  bene- 
fits and/or  higher  preinium  contri- 
butions). While  we  assume  that 
many  of  these  firms  will  continue 
these  supplemental  benefits  (see  dis- 
cussion above),  some  will  not.  We 
estimate  that  the  net  effect  of  the 
minimum  benefits  standard  will  be 
an  increase  in  employer  costs  of 
$15.0  bilUon  in  1998. 

Employer  costs  will  go  up  for 
two  other  reasons.  First,  as  dis- 
cussed above,  employers  will  cross- 
subsidize  higher  cost  groups 
through  the  community  rate.  The 
amount  of  the  community  raring 
cross-subsidy  would  be  $37.4  billion 
in  1998.  Second,  Corporate 
Alliances  will  pay  a  one  percent  pay- 
roll tax  which  would  be  $6.7  billion 
in  1998. 
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Savings 

In  general,  these  additional  costs 
will  be  more  than  offset  by  other 
savings,  health  care  reform  will 
resxilt  in  savings  to  employers  who 
now  offer  insurance  due  to  expanded 
use  of  managed  care  ($7.8  billion), 
administrative  simplification  ($10.9 
billion),  and  cost  shift  savings  ($12.2 
biUion).  Employers  will  also  save 
about  $22.8  biUion  in  dependent 
benefits  by  requiring  employers  to 
share  the  cost  of  family  coverage  for 
two  worker  femihes.  Employers  who 
now  offer  insurance  will  also  receive 
about  $18.0  billion  in  premium  sub- 
sidies. Private  employers  would  save 
an  additional  $24.7  billion  due  to 
the  premium  cap. 

Private  employers  would  also  see 
savings  in  retiree  health  spending. 
Under  the  Health  Security  Act,  the 
federal  government  will  pay  80  per- 
cent of  the  Health  Alhance  premi- 
um for  persons  age  55-64  who  meet 
the  Social  Security  covered  quarters 
requirement  beginning  in  1998. 
Employers  who  have  retiree  health 
contracts  are  required  to  pay  the 
employee  share  of  the  premiimi. 
Employers  are  required  to  return  to 
the  federal  government  half  of  their 
net  savings  for  early  retirees  under 
this  provision  (computed  on  a  base 
of  1992  early  retiree  health  spend- 


ing) in  1998  through  2000. 
Employers  will  also  see  savings  for 
post  age  65  retirees  due  to  expanded 
coverage  for  prescription  drugs 
under  Medicare.  Private  employer 
savings  for  retirees  under  these  pro- 
visions will  be  $7.8  billion  ($5.6  bil- 
lion early  retiree;  $2.2  billion  post 
age  65  retirees). 


impact  on  Employers  by 
Firm  Size  in  1998 

The  impact  of  reform  on 
employers  will  vary  substan- 
tially by  firm  size.  This  reflects  cur- 
rent differences  in  levels  of  coverage 
across  employers  and  variations  in 
premium  subsidy  levels  by  firm  size. 
Smaller  firms  that  now  offer  insur- 
ance will  tend  to  see  a  reduction  in 
health  spending  due  to  the  higher 
level  of  premium  subsidies  provided 
to  these  groups.  For  example,  insur- 
ing firms  with  less  than  ten  workers 
will  save  an  average  of  about  $868 
per  worker  under  reform  (Table  4). 
Employee  costs  will  generally 
increase  in  higher  firm  size  groups 
with  an  average  increase  of  about 
$280  per  worker  among  insuring 
firms  with  5,000  or  more  workers. 

Among  firms  that  do  not  now 
offer  insurance,  employer  spending 


would  increase  by  about  $1,908  per 
worker.  The  increase  in  spending 
per  worker  would  be  lowest  among 
the  very  small  firms  (under  ten 
workers)  because  these  firms  would 
receive  the  deepest  subsidies  under 
the  program. 


Sensitivity  to  Cost 
Growtli  Assumptions 

A  key  feature  of  the  Act  is  that  it 
places  Umits  on  the  allowable 
rate  of  growth  in  premiums  in  the 
Regional  Alhance.  The  Act  would 
permit  premituns  to  grow  at  a  rate 
closer  to  the  CPI.  This  is  roughly  a 
SO  percent  reduction  in  the  project- 
ed rate  of  growth  in  health  spend- 
ing. As  discussed  above,  aggregate 
employer  health  spending  would 
increase  in  the  initial  years  of  the 
program,  but  would  grow  at  a  slow- 
er rate.  Ehie  to  the  slower  rate  of 
growth  in  premiums  allowed  imder 
the  Act,  employer  costs  would  be 
about  $36  billion  less  than  currendy 
projected  by  2005  (Figure  6) 

These  estimates  assume  that 
Congress  will  be  able  to  sustain  the 
political  will  to  enforce  a  50  percent 
reduction  in  the  rate  of  growth  in 
health  spending  through  2005.  In 
fact,  no  other  nation  has  been  able 
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to  reduce  the  rate  of  growth  in 
health  spending  to  the  CPI.  Thus, 
the  long-run  impact  of  the  Act  on 
employers  is  dependent  upon  the 
government^  ability  to  control  the 
growth  in  health  spending. 

lb  analyze  the  sensitivity  of  our 
estimates  to  changes  in  the  allow- 
able rate  of  growth  in  spending,  we 
examined  a  scenario  in  which  the 


allowable  rate  of  growth  in  health 
spending  is  about  1.5  percent  higher 
than  currently  permined  under  the 
Act  (this  roughly  represents  a  mid- 
point between  the  rate  of  growth 
allowed  under  the  Act  and  the  cur- 
rendy  projected  rate  of  growth  in 
health  spending).  Under  this  sce- 
nario, employer  health  spending 
under  the  Act  would  be  about  $40 


billion  higher  than  currendy  pro- 
jected for  1998  and  would  continue 
to  be  above  currendy  projected  lev- 
els through  2005.  If  health  spending 
were  permitted  to  grow  with  cur- 
rent growth  trends,  aggregate  annu- 
al employer  health  spending  under 
the  Act  would  be  about  $90  billion 
greater  than  imder  current  policy  by 
2005. 
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IV.  Impact  on  Industries 


The  impact  of  the  Health 
Security  Act  will  vary  across 
industries  due  to  differences  in  exist- 
ing levels  of  coverage.  Firms  that 
now  provide  comprehensive  cover- 
age to  most  of  their  employees  will 
generally  see  savings  under  the  Act 
due  to  reduced  cost  shifting  and  pre- 
mium growth  limits  under  the  Act. 
Firms  that  now  provide  Uttle  or  no 
coverage  will  typically  pay  more  due 
to  the  minimum  coverage  and  bene- 
fits requirements  under  the  Act 
Thus,  industries  vrith  high  coverage 
rates  will  tend  to  benefit  from  the 
Act  while  other  lower  coverage 
industries  will  typically  see  a  net 
increase  in  employer  health  benefits 
coses  under  the  Act 

This  will  have  important  implica- 
tions for  industries  engaged  in 
international  trade  because  most  of 
these  industries  already  provide 
comprehensive  insurance  coverage 
for  their  workers.  We  discuss  the 
impact  of  the  Act  on  various  indus- 
tries in  the  following  sections: 


Impact  by  detailed  industry  group 

Impact  on  producere  of  tradable 
goods 

Change  in  costs  for  the  manufac- 
turing industry 


Impact  by  Detailed 
industry  Group 

As  discusses  above,  aggregate  pri- 
vate employer  health  spending 
in  1998  would  increase  by  about 
$28.9  billion  under  the  Act  This 
includes  the  cost  of  covering  unin- 
sured workers  and  upgrading  to  the 
minimum  benefits  standard,  offeet 
by  savings  due  to  managed  care, 
administrative  simplification  and 
reduced  cost  shifting.  This  estimate 
also  includes  savings  to  employer 
retiree  health  benefits  programs. 
Most  of  this  increase  in  employer 
costs  will  occur  in  the  retail  trade 
and  services  industries  where  cover- 
age levels  are  lowest  (Table  5). 
However,  health  expenditures  will 


actually  decline  in  certain  industries 
such  as  manufacturing,  transp>orta- 
don,  and  wholesale  trade. 

Costs  will  generally  be  reduced 
among  industries  where  most  firms 
already  offer  insurance. 
Expenditures  for  insuring  firms 
would  decline  in  industries  such  as 
construction,  manufacturing,  trans- 
portation, and  wholesale  trade  and 
finance.  Some  of  these  industries 
will  save  largely  due  to  the  require- 
ment that  working  spouses  take  cov- 
erage on  their  own  job  while  others 
save  because  they  include  many 
small  firms  that  qualify  for  subsi- 
dies. In  general,  expenditures  will 
increase  in  industries  where  there 
are  large  numbers  of  ineligible 
workers  in  existing  plans  such  as  in 
the  retail  trade  and  services  indus- 
tries. 

We  estimated  the  impact  of  the 
Act  on  detailed  industry  (two-digit) 
groups.  These  two-digit  level  esti- 
mates reflect  the  impact  of  changes 
in  coverage  only  for  workers  and 
dependents.  They  do  not  reflect  the 
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impact  of  changes  in  retiree  cover- 
age due  to  data  limitations  on  the 
distribution  of  retiree  health  expen- 
ditures by  detailed  class  of  industry. 

Table  6  shows  the  number  and 
percentage  of  workers  covered  in 
each  industry  under  current  policy 
in  1998.  It  also  shows  the  change  in 
the  number  of  workers  and  depen- 
dents covered  under  the  Act  The 
number  of  covered  dependents 
would  actually  decline  in  some 
industries  imder  the  Act  as  working 
dependent  spouses  are  provided 
coverage  through  their  own 
employers. 

In  Table  7  we  present  estimates 
of  employer  health  spending  by 
industry  under  current  poUcy  and 
under  the  Acl  Table  8  presents  the 
change  in  health  spending  per 
worker  by  industry  under  the  Act 
and  the  change  in  spending  as  a  per- 
centage of  total  payroll.  The  various 
subcategories  of  the  manufacturing 
industry  will  typically  see  savings 
although  the  magnitude  of  these 
savings  varies  by  two-digit  industry 
group  due  to  variations  in  existing 
coverage  levels. 

As  discussed  above,  we  were 
unable  to  estimate  the  changes  in 
retiree  health  spending  at  the  two- 
digit  level  due  to  data  Umitations. 
However,  sufficient  data  were  avail- 
able to  estimate  employer  retiree 


health  benefits  savings  at  the  one- 
digit  industry  level.  As  discussed 
above,  we  estimate  that  total  private 
employer  health  benefit  savings  will 
be  about  $7.8  billion  under  the  Act 
This  includes  savings  due  to  provi- 
sions of  the  Act  which  extend  cover- 
age to  early  retirees  ($5.6  billion) 
and  savings  to  employer  plans 
resulting  from  Medicare  coverage  of 
prescription  drugs  ($2.2  billion). 
The  manufacturing  industry  would 
account  for  about  34  percent  ($2.7 
billion)  of  these  reductions  in 
retiree  health  benefits  (Figure  7). 


Tradable  Industries 

In  this  analysis,  we  are  particularly 
interested  in  the  impact  of  the 
Health  Security  Act  on  producers  of 
goods  which  are  potentially  tradable 
in  international  markets.  These 
tradable  industries  include  manufac- 
turing, mining  and  agriculture. 

Overall,  tradable  industries  will 
benefit  under  the  Act  Employer 
health  spending  in  tradable  indus- 
tries would  be  reduced  by  about 
$1.1  billion  in  1998  (Table  9). 
Employer  health  spending  would  be 
reduced  by  about  $2.1  billion  in  the 
manufacturing  industry  and  about 
$0.8  billion  in  the  mining  industry. 
This  reflects  the  fact  that  these 


industries  currently  provide  com- 
prehensive coverage  to  most  work- 
ers and  as  a  result  will  benefit  from 
reduced  cost-shifring  under  the  Act 
However,  health  spending  in  the 
agriculture  industry  will  actually 
increase  by  about  $4.9  billion  under 
the  Act  because  few  employers  in 
this  industry  now  provide  insurance. 

Total  employer  health  spending 
for  tradable  industries  would  be 
about  $82.9  bilUon  in  1998  under 
current  policy  (Table  10).  Under  the 
Health  Security  Act,  employer 
spending  in  tradable  industry  firms 
that  now  provide  insurance  would 
be  reduced  by  about  $6.3  biUion. 
About  half  of  these  savings  would  be 
in  health  benefits  for  retirees.  (A 
detailed  analysis  of  the  changes  in 
employer  health  spending  for  firms 
that  now  provide  insurance  is  pro- 
vided in  Appendix  A.)  Employer 
health  spending  for  firms  that  do 
not  now  provide  insurance  would 
increase  by  about  $5.2  billion  for 
firms  in  the  tradable  industries. 
Most  of  this  increase  would  be  in 
the  agriculture  industry.  Overall 
health  spending  in  the  tradable 
industries  would  be  reduced  by  $1.1 
billion  under  the  Health  Security 
Act 
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Manufacturing 

Manufacturing  is  the  largest  of 
the  tradeable  industry 
groups.  Employer  health  spending 
in  the  manufacturing  industry  will 
be  about  $73  billion  in  1998  under 
•current  policy  (Table  1 1).  This 
includes  spending  for  workers  and 
dependents  of  $63.3  billion  and 
spending  for  retiree  benefits  of 
about  $9.3  billion.  Overall,  manu- 
facturing will  account  for  about  29 
percent  of  total  private  sector  health 
spending  in  1998. 

Under  the  Health  Security  Act, 
employer  health  spending  in  the 
manufacturing  industry  would  be 
reduced  by  about  $5.2  billion  for 
firms  that  now  provide  insurance. 
(A  detailed  analysis  of  the  impact  of 
the  Act  on  manufacturing  firms  that 
now  provide  insurance  is  presented 
in  Appendix  A.)  Among  manufac- 
turing firms  that  do  not  now  pro- 
vide insurance,  total  health  spend- 
ing would  increase  by  about  $3.1 
billion.  Overall,  employer  health 
spending  in  the  manufacturing 
industry  would  be  reduced  by  about 
$2.1biUionin  1998. 

In  this  analysis,  we  also  examined 
the  impact  of  the  Health  Security 
Act  on  various  subcategories  of  the 


manufacturing  industry  which  are 
most  engaged  in  international  trade. 
These  are  the  industries  where  a 
change  in  production  costs,  such  as 
employee  health  spending  is  most 
likely  to  affect  the  international 
competitiveness  of  American  pro- 
ducers. We  created  two  classes  of 
manufacturers  called  "Import 
Sensitive"  industries  and  "Blxport 
Sensitive"  industries,  defined  as  fol- 
lows: 

•Import  Sensitive  Industries 

are  manufacturing  industries 
where:  1)10  percent  or  more  of 
domestic  consumption  was  com- 
prised of  imports;  and  2)  total 
imports  averaged  $10  billion  or 
more  over  the  1982  through 
1986  period. 

•Export  Sensitive  Industries 
are  manufacturing  industries 
where:  1)  over  10  percent  of 
domestic  production  was  export- 
ed; and  2)  exports  averaged  $10 
billion  or  more  over  the  1982 
through  1986  period. 
Export  and  import  sensitive 
industries  are  defined  in  Table  12. 
In  addition,  we  examined  machin- 
ery industries  as  a  separate  catego- 
ry which  includes: 

•  Engines  and  turbines; 

•  Farm  machinery  and  equipment; 


Construction  and  material  han- 
dling machines; 

Metal  working  machines;  and 

Miscellaneous  machinery,  except 
electrical. 


Total  health  spending  in  import 
sensitive  industries  will  be  about 
$24.8  bilhon  in  1998  (Table  13). 
Under  the  Health  Security  Act, 
total  health  spending  of  import  sen- 
sitive industries  will  decline  by  only 
about  $133  million  under  the  Act 
(about  $18  per  worker  per  year). 
Thus,  import  sensitive  industries 
will  save  relatively  little  under  the 
Act  even  though  the  domestic  mar- 
kets for  goods  produced  by  these 
industries  are  particularly  vulnera- 
ble to  foreign  competition.  In  addi- 
tion, there  will  be  little  net  change 
in  overall  employer  health  spending 
in  the  machinery  industry. 

Export  sensitive  industries,  how- 
ever, fare  much  better  under  the 
Health  Security  Act.  Total  health 
spending  in  export  sensitive  indus- 
tries will  be  about  $16.7  billion 
under  current  policy  in  1998. 
Health  spending  will  be  reduced  by 
$1.9  billion  under  the  Act  for  sav- 
ings of  about  $440  per  worker. 
Detailed  analyses  of  the  impact  of 
the  Health  Security  Act  on  various 
classes  of  manufacturing  industries 
are  presented  in  Appendix  A. 
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V.  Implications  for  International  Competitiveness 


For  our  purposes,  an  increase  (or 
decrease)  in  the  competitiveness 
of  US  industries  is  defined  as  an 
increase  (or  decrease)  in  tiie  level  of 
output  firms  in  the  industries  are 
willing  to  supply  at  a  given  price, 
holding  other  factors,  including  the 
prices  of  competing  foreign  firms 
and  exchange  rates,  constant  That 
is,  competitiveness  is  an  increase  in 
the  efficiency  of  production.  This  is, 
we  believe,  the  sense  in  which  the 
issue  of  the  effect  of  health  care 
reform  on  competitiveness  is  raised. 
Initially,  firms  may  lower  prices  rela- 
tive to  competitors  in  an  effort  to 
espand  output  However,  an 
increase  (or  decrease)  in  "competi- 
tiveness" sets  into  motion  factors 
affecting  trade  and  monetary  flows, 
and  exchange  rates,  such  that  there 
is  a  tendency  toward  purchasing 
power  parity  and  an  international 
version  of  the  Law  of  One  Price  for 
a  given  tradable  good.  That  is,  if 
firms  in  two  or  more  countries  are 
producing  the  same  tradable  prod- 


uct, the  effective  price**  of  each  of 
the  two  countries'  products,  in 
domestic  currency,  will  tend  toward 
equality.^  However,  as  a  result  of  an 
increase  in  the  "competitiveness"  of 
the  industry,  output  for  that  industry 
has  expanded.  In  assessing  the  effect 
of  health  care  reform  on  the  com- 
petitiveness of  US  industry,  it  is  use- 
ful to  distinguish  factors  that  affect 
the  real  costs  of  the  health  care  sys- 
tem, ft'om  the  financing  or  distribu- 
tion of  those  costs  by  industry.*  It  is 
the  former  set  of  factors  which,  to  a 
first  approximation,  will  affect  the 
efficiency  or  competitiveness  of  the 
US  economy  as  a  whole.  How 
health  care  is  financed — who  pays 
the  costs — will  have  distribution 
affects  among  industries,  with  both 
"winners"  and  "losers",  but  the  net 
effects  on  the  competitiveness  of  US 
industry  are  likely  to  be  modest  If 
the  total  costs  of  providing  a  given 
amount  and  quality  of  health  care 
are  likely  to  be  lower,  the  net  effects 
are  likely  to  be  positive.  Hence,  we 


briefly  discuss  the  potential  effects  of 
health  care  reform  on  the  efficiency 
of  the  health  care  system.  We  then 
address  the  effects  on  firms  in  par- 
ticular industries. 

If,  as  a  result  of  health  care 
reform,  there  is  an  increase  in  the 
efficiency  with  which  given  a 
amount  of  health  care  can  be  pro- 
duced and  delivered,  there  is  a 
potential  dividend  as  resources 
released  fi-om  the  health  sector  flow 
into  other  areas.  Under  one  set  of 
assumptions,  it  is  estimated  that 
total  health  care  expenditures  under 
the  Health  Security  Act  will  be 
about  $57  biUion  less  by  2000  than 
would  occur  in  the  absence  of 
reform.'  These  net  savings  are  due 
to  efficiencies  resulting  ft-om  a  shift 
towards  managed  care,  and  savings 
in  administrative  costs  through  sim- 
plification and  standardization. 
However,  the  single  greatest  com- 
ponent of  savings  is  will  come  about 
through  "cost-containment".  These 
savings  will  presumably  arise 
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through  the  incentives  for  greater 
efficiency  provided  by  the  discipline 
of  premium  caps,  and  through  com- 
petition. Caps  on  expenditures  will 
presumably  be  met  through  the 
elimination  of  inefficient  and  waste- 
ful practices  and  procedures.  Note 
that  estimated  costs  to  private 
employers  will  be  about  $28.9  bil- 
lion higher  in  1996  and  $16.0  bil- 
lion higher  in  2000. 

These  savings  in  expenditures 
potentially  represent,  in  the  longer 
term,  real  resources — labor  and  cap- 
ital— that  will  leave  (or  not  enter) 
the  health  care  industry.  Released 
firom  the  health  care  industry,  these 
resources  may  migrate  to  other  US 
industries,  allowing  an  expansion  of 
output  in  these  industries  and  lower 
prices.  It  is  these  resources  that 
potentially  represent  the  real  sav- 
ings to  the  economy  firom  health 
care  reform. 

However,  what  constitutes  "cost 
containment"  and  how  it  will  be 
achieved  in  practice  is  less  clear,  at 
this  point.  To  the  extent  that  "cost 
containment"  becomes  a  form  of 
price  controls,  the  reduction  in 
nominal  expenditures  in  the  health 
sector  may  not  be  due  to  greater 
realized  efficiencies.  Instead,  one 
might  anticipate  the  typically 
observed  adverse  consequences  of 
price  controls — non-price  rationing 


and  quality  deterioration. 
Additional  resources  may  be 
expended  by  individuals  and  firms 
in  attempting  to  adapt  to  the  price 
or  expenditure  controls,  with  any 
net  savings  to  the  economy  gready 
reduced,  along  with  the  welfare  of 
the  beneficiaries. 

Individual  firms  provide  health 
care  to  their  employees  as  part  of 
the  total  compensation  package — 
direct  wages,  pensions,  and  other 
fringe  benefits.  Our  view  of  the 
health  benefit  as  part  of  the  total 
compensation  package  is  similar  to 
that  of  most  economists.*  Firms 
attempt  to  attract  and  motivate 
quahfied  employees  at  the  lowest 
possible  cost,  hiring  workers  up  to 
the  point  at  which  the  cost  of  an 
additional  worker  is  equal  to  the 
worker's  expected  contribution  to 
the  firm.  Employees  respond  to  the 
"total  compensation  package",  valu- 
ing both  direct  wages  and  benefits. 
In  principle,  workers  are  willing  to 
trade  direct  wages  for  additional 
benefits,  such  as  health  care,  and 
firms  are  wiUing  to  supply  these 
tradeoffe.  There  is,  in  principle,  an 
"optimal"  compensation  package, 
for  which  the  employee's  value  of  an 
additional  dollar  spent  by  the 
employer  on  (non-taxable)  health 
benefits  is  just  equal  to  the  value 
placed  on  an  additional  spent  on 


direct  (taxable)  wages.  In  this  view, 
the  employee  always  "pays"  for 
health  benefits  in  terms  of  foregone 
cash  wages. 

Though  the  employee  "pays"  for 
health  care  costs,  this  does  not  mean 
that  changes  in  those  costs  will  not 
affect  efficiency,  relative  prices  and 
industry  output  Consider,  for 
example,  an  employer  who  provides 
a  standard  health  benefits  package 
and  a  money  wage  to  employees.  A 
decrease  in  the  cost  to  the  employer 
of  providing  the  standard  benefits 
package  will  lower  the  cost  of  labor. 
The  firm  will  attempt  to  hire  addi- 
tional labor,  raising  the  money  cash 
wage  offered.  If  that  firm  or  indus- 
try, alone,  enjoys  the  lower  cost  of 
health  benefits,  the  firm  (or  indus- 
try) will  be  able  to  attract  workers 
from  other  firms,  or  induce  some 
new  entrants  into  the  labor  force, 
through  offering  a  higher  wage. 
Output  and  employment  in  that 
firm  or  industry  will  expand.  Money 
wages  will  rise,  but  by  less  than  the 
amoimt  of  the  decUne  in  the  cost  of 
health  benefits. 

If,  on  the  other  hand,  all  firms 
enjoy  the  same  decUne  in  the  cost  of 
the  health  benefit  package,  all  will 
attempt  to  hire  more  employees, 
expanding  output  and  substituting 
the  (now)  less  costly  labor  for  other 
productive  inputs.  However,  the 
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supply  of  labor  to  the  economy  as  a 
whole  is  likely  to  be  less  elastic  than 
the  supply  to  an  individual  firm  or 
industry.  Wages,  in  this  example, 
will  rise  by  almost  all  of  the  decline 
in  health  costs  in  each  industry,  and 
output  will  expand  relatively  Utde. 
Under  the  Health  Security  Act,  all 
employers  will  be  required  to  pro- 
vide health  benefits  to  their  employ- 
ees. Some  firms  will  experience  an 
increase  in  health  care  costs,  and 
others  will  enjoy  lower  costs  for  the 
same,  or  better,  benefits.  Obviously, 
those  firms  that  will  experience  the 
largest  increase  in  costs  are  those 
which  do  not  currendy  provide 
insurance.  Most  large  employers, 
and  employers  in  higher  wage 
industries,  provide  health  insurance 
currendy.  Lower  wage  and  smaller 
firms  are  less  likely  to  provide  insur- 
ance. 

In  those  firms  that  do  not  offer 
insurance  under  the  current  system, 
employees  are  less  willing  to  accept 
lower  cash  wages  in  return  for 
health  benefits,  at  least  at  the  terms 
the  employer  is  able  to  offer.  Or, 
binding  minimum  wage  constraints 
may  make  the  firm  unable  to  offer 
the  tradeoff  at  all.  As  shown  earlier 
in  Table  5,  firms  in  retail  trade,  ser- 
vices, agriculture,  and  construction 
will  experience  the  largest  per  work- 
er increases  in  health  care  costs. 


This  does  not  necessarily  mean, 
however,  that  they  will  become  less 
attractive  employers  because  of  the 
lower  cash  wages  they  are  likely  to 
offer.  These  firms  may  not  offer 
insurance  because  it  comes  at  a  very 
high  price,  relative  to  the  prices 
faced  by  larger  firms  for  comparable 
coverage,  under  the  current  system. 
If  so,  health  care  reform  that  makes 
the  tradeoff  to  employees  at  small 
firms  more  attractive  by  lowering 
the  price  may  find  employees  who 
willingly  accept  it.  On  the  other 
hand,  firms  in  manufacturing,  min- 
ing, wholesale  trade  and  transporta- 
tion, commimication  and  utilities 
will  enjoy  decreases  in  costs  for,  typ- 
ically, the  same  coverage. 

With  the  exception  of  agricul- 
ture, the  industries  experiencing  the 
largest  decrease  in  per  capita  insur- 
ance costs  are  those  in  the  tradable 
goods  sector.  According  to  our  esti- 
mates, the  typical  firm  in  manufac- 
mring  or  mining  will  enjoy  a 
decline  in  the  cost  of  labor,  albeit  a 
relatively  modest  one  on  average." 
Because  labor  has  become  slighdy 
less  cosdy,  these  firms  v*t11  have  an 
incentive  to  hire  additional  workers, 
substitute  labor  for  other  resources, 
and  expand  output.  These  firms 
may  reduce  product  prices  slighdy, 
relative  to  foreign  competitors,  in 
order  to  increase  sales.  However,  as 


output  (and  exports)  rise,  increased 
output  will  tend  to  raise  (marginal) 
costs  and  this,  perhaps  coupled  with 
an  adjustment  in  the  exchange  rates, 
will  restore  equilibrium.  Hence, 
based  on  our  estimates  of  the  mag- 
nitude of  the  reduction  in  health 
care  costs,  we  believe  there  will  be 
modest  effects  on  output 

Our  estimates  suggest  a  slight 
increase  in  per  worker  costs  in  agri- 
culture. TTiis  increase  is  due  largely 
to  the  high  proportion  of  employers 
who  do  not  currendy  provide  health 
insurance  in  the  agricultural  indus- 
try. To  the  extent  that  health  care 
reform  lowers  the  price  of  insurance 
to  small  employers  in  that  industry, 
and  employees  willingly  trade  lower 
wages  for  health  benefits  at  the 
lower  price,  the  competitiveness  of 
the  agriciUture  industry  may  not 
necessarily  be  reduced.*"  If,  how- 
ever, some  employees  are  less  will- 
ing to  make  that  trade,  employment 
and  output  could  be  reduced. 
Four  other  aspects  of  the  Health 
Security  Act  that  have  implications 
for  the  competitiveness  of  the  US 
economy  are:  1)  community  rating; 
2)  early  retirement  benefits;  3)  cost- 
sharing  with  spouse's  employer;  and 
4)  greater  labor  market  mobility. 
Community  rating  means  that  a 
health  insurance  plan  must  charge 
the  same  premium  to  beneficiaries, 
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irrespective  of  differences  in  risk,  or 
expected  health  costs,  of  those 
employees.  In  contrast,  current 
health  insurance  is  typically  experi- 
ence rated,  or  employers  are  self 
insured.  In  either  case,  the  premium 
costs  are  more  likely  to  reflect  the 
expected  costs  of  insuring  a  group 
with  particular  risk  characteristics. 
With  community  raring,  industries 
which,  on  average,  employ  a  distrib- 
ution of  workers  with  higher 
expected  health  costs  are  subsidized 
by  industries  which,  on  average, 
employ  a  less  risky  distribution.  As 
our  analysis  has  suggested,  this 
cross-subsidization  results  in 
income  transfers  and  allocation 
effects. 

Under  the  Health  Security  Act, 
the  government  provides  a  major 
subsidy  to  the  insurance  premiums 
of  workers  who  retire  early.  As  a 
consequence,  we  are  likely  to 
observe  an  increase  in  the  retire- 
ments for  employees  between  ages 


55  and  64.  H  The  likely  effect  of 
increased  early  retirements  is  to 
decrease  the  effective  supply  of 
labor,  increasing  labor  costs  and 
reducing  the  competitiveness  of  US 
industries,  particularly  those  in 
which  older  workers  are  important 
Under  the  ciurent  system,  spouses 
of  employed  workers  often  accept 
jobs  that  offer  no  health  insurance 
coverage,  or  often  decline  coverage 
if  offered,  because  they  are  covered 
under  the  employed  spouse's  policy. 
Under  the  Health  Security  Act, 
employers  would  have  to  share  the 
cost  of  such  coverage.'^  The  likely 
result  is  analogous  to  firms  which 
must  offer  coverage  for  the  first 
time.  The  employee  ultimately  pays 
for  the  "coverage"  in  reduced 
wages,  except  in  this  instance  the 
spouse  was  already  covered.  The 
reduced  wages  are  a  net  loss  to  the 
two-worker  family.  A  decline  in  the 
labor  force  participation  of  spouses 
in  those  circumstances  is  not 


unlikely.  It  is  likely  that  employ- 
ment and  output  will  decline  in 
industries  that  currendy  employ  a 
large  proportion  of  such  workers. 

Finally,  universal  coverage  will 
increase  the  job  mobility  of  work- 
ers. To  the  extent  that  this  improves 
the  "job  match"  between  the  worker 
and  the  firm,  economic  efficiency  is 
enhanced. 

In  summary,  health  care  reform 
may  improve  the  overall  competi- 
tiveness of  the  US  economy  to  the 
extent  that  it  increases  the  efficiency 
of  the  health  care  sector  itself. 
However,  our  estimates  suggest  that 
overall  effects  are  likely  to  be  mod- 
est, and  there  is  always  a  risk  that 
"cost  containment"  may  not  achieve 
its  goals.  There  will  be  distribution 
effects  across  industries — ^winners 
and  losers  under  health  care  reform. 
Based  on  our  estimates,  the  tradable 
goods  sector,  particularly  manufac- 
turing and  mining,  are  likely  to 
experience  reduce  health  care  costs. 
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1.  This  federal  subsidy  amount  would  be 
offset  by  the  amount  of  employer  contri- 
butions for  persons  who  are  working  in 
retirement  The  amount  of  this  subsidy 
is  recovered  throu^  the  tax  system  for 
high  income  recipients  (individuals  over 
$90,000  and  married  couples  over 
$115,000). 

2.  The  federal  government  will  pay  80  per- 

cent of  the  Alliance  premium  for  early 
retirees  resulting  in  savings  to  employers 
who  provide  early  retiree  benefits. 

3.  This  estimate  is  based  upon  Lewin-VHI 

analyses  of  three  data  sources:  The  May 
1988  Current  Population  Survey  (CPS); 
The  1991  Health  Insurance  Association 
of  America  Survey,  and  the  1986 
Employer  Health  Plan  Survey  conducted 
by  the  Small  Business  Administration 
(the  survey  includes  firms  of  all  sizes). 

4.  The  "delivered"  price,  which  may  include 

transportation  costs. 

5.  See,  for  example,  Charles  Kindelberger, 
International  Economics,  Richard  Irwin, 
Inc.  1968.  pp.474. 


ENDNOTES 

6.  This  statement  may  suggest  that  the  total 

cost  of  health  care  is  independent  of  the 
way  in  which  it  is  financed.  Clearly,  this 
is  not  the  case.  Prices,  and  the  signals  for 
efficient  resource  allocation  that  they 
imply,  are  most  important  resource  allo- 
cation. Rather,  before  reviewing  a  static 
estimate  of  health  care  coverage  costs  by 
industry  that  are,  presumably,  the  result 
of  the  incentives  of  the  system,  it  is  use- 
fiil  to  consider  the  effect  of  resources 
absorbed  by  the  health  sector  to  obtain 
the  larger  picture. 

7.  See  John  Sheils,  "The  Fmandal  Impact 
of  the  Health  Security  Act,"  Lewin-VHI, 
Inc,  presentation  dated  January  6, 1994. 

8.  Henry  Aaron  and  Barry  Bosworth, 
"Health  Care  Financing  and 
International  Competitiveness,'*  The 
Brookings  Institucion,  Feb.  10,  1994 
[included  in  this  volume],  provide  a  brief 
exposition  of  this  view,  and  review  the 
relevant  evidence. 


9.  A  portion  of  the  cost  savings  per  worker 
we  estimate  is  due  to  savings  in  retire- 
ment costs.  This  may  overstate  the  rele- 
vant savings. 

lO.If  exchange  rates  rise  because  of  an 

increase  in  the  demand  for  US  exports  in 
odier  sectors,  the  real  price  of  US  agri- 
cultural goods  may  rise  on  foreign  mar- 
kets. 

1 1.  A  recent  study  by  Gruber  and  Madrian 
found  that  mandatory  "continuation  of 
coverage"  laws  increased  early  retire- 
ment rates  by  20%.  See  Jonathan  Gruber 
and  Brigette  Madrian,  "Health  Insurance 
Availability  and  the  Retirement 
Decision,"  National  Bureau  of  Economic 
Research,  Working  Paper  No.  4469, 
September  1993. 

12.  In  fact,  each  employer  pays  somewhat 
more  than  50%. 
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TABLE  2 

THE  IMPACT  OF  HEALTH  REFORM  ON  PRIVATE  EMPLOYER  HEALTH  SPENDING  IN 

1998  (IN  BILLIONS) 


Wt;n%iritf^s^jyBiT55^ri^ggf^|l|fS^^ 

^I^^^^^^HHferil 

Woikers  and  Dependents 

$226.2                          — 

$226.2 

Retirees 

$28.0                          — 

•  $28.0 

Current  Spending 

$254.2                          — 

$254.2 

yilBf^lMWyB|>^pMli ■ Mil UJUTOIN(GgC7^^DEI6RiBEe«!^g!«aSB^«a^^ 

Service  Costs  for  Workers  and  Dependents  a/ 

$188.1 

$42.6 

$230.7  1 

Retiree  Benefits 

$20.2 

—               $20.2 1 

Supplemental  Benefits  b/ 

$19.4 

— 

$19.4 

Coaimunity  Rating  Cross  Subsidy  d 

$37.4 

$7.8 

$45.2 

Corporate  Alliance  Payroll  Tax 

$6.7 

— 

$6.7 

Premium  Subsidies  d/ 

($18.0) 

($21.1) 

($39.1) 

Total 

$253.8 

$29.3 

$283.1 

bg||«iiHg8BaiBfWW^ 

Net  Change                                                            1                 ($0.4)  |                $29.3   | 

$28.9  1 

a         Includes  the  cost  of  care  provided  Co  workers  and  dependents.  Reflects  managed  care  and  cost  shift  savings 

as  well  as  savings  firom  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-worker  families, 
b         Employers  with  unionized  worlq)laces  are  assurp^  to  continue  existing  coverage  for  services  not  covered 

un<fer  the  program  (i.e.,  dental  and  eyeglasses).  The  amount  of  the  enq)loyee  contribudon  for  health  benefits 

does  not  increase  above  current  levels.  Employers  in  non-unionized  workplaces  are  assumed  to  continue 

supplemental  benefits  only  if  their  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  en^loyers  will  generally  exceed  the  actual  cost  of  covering  workers  and  dependents 

under  the  plan  due  to  pooling  the  relatively  low  cost  working  population  wid>  older,  higher  cost  groups. 
d        The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroll.  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VHI  estimates  using  die  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  3 
DETAILED  ANALYSIS  OF  CHANGES  IN  SPENDING  FOR  PRIVATE  HUMS  THAT  NOW 
OFFER  INSURANCE  (IN  MILLIONS) 


PROJECTED  SPENDING  UNDER  CURRENT  POUCY :  I  \ 


r  ill  hi: 


Total:  $254.2    Workers:  $123.2   Dependents:  $103.0     Early  Retirees:  $14.6    Post-65  ReUrees:  $13.4 


"    "SAvmaauNomnEFORM"^'    '••'■'"  | 

Managed  Can  Savings  • 

S7.8 

■   S10.9 

WorWmj  OpwxMnt  Banallts* 

S22.8 

Cost  Shit  S«rin<js« 

$1i2 

Envlovar  Prairlum  Subsktes  • 

S18.0 

Eartv  Ratlras  Banslls ' 

SBS 

Post  6S  Rstln*  8«w»s  • 

SZ2 

Prsrrtum  Cap  Savings" 

$24.7 

Total  Smtnga 

S104.2 

Savings: 
New  Costs: 
Net  Change: 


'  I  >  I '  NEW  COSTS  UNDER  REFORM  "4 '   I 


Covsr  Ineligible  Wbriara ' 


Cover  Persons  Wt<o  Decline  Coverage ' 


lnprove  Benefits  to  Minimum  S>ar<danl ' 


Community  Rating  Cioss-Sutnidy  lor  Firms 
in  Regional  ABance ' 


Payroll  Tor  In  Coporatt  Allenca" 


Total  New  Costs 


H     ($104.2) 
$103.9 


($0.4) 


i  1  Ht^U.f.|ii,-t^^i,PRQJECTO,Sf!ENp(WGUNpffl^^ 


Total:  $253.8  Wtorkers:  $137.0   Dependents:  $96.6      Earty  Retirees:  $9.0    Post-6S  Retirees:  $11.2 


We  assume  an  increase  in  managed  care  enrollment  resulting  in  managed  care  savings  for  firms  that  now 

offer  insurance.  Includes  savings  from  reduced  utilization  and  reduced  provider  administrative  expenses. 

See  Appendix  A. 
b         The  program  results  in  reduced  insurer  administrative  costs  for  small  firms  in  particular  (See  Appendix  A), 
c         Employers  will  share  in  the  cost  of  coveting  two-woiker  families  resulting  in  savings  to  firms  that  now 

cover  wotidng  dependents, 
d        There  will  be  a  reduction  in  provider  cost-shifting  due  to  a  reduction  in  uncompensated  care, 
e         The  program  provides  a  subsidy  to  employeis  which  caps  employer  spending  at  a  specified  percentage  of 

payroll  varying  with  firm  size  and  average  payroll, 
f         Includes  savings  due  to  elimination  of  early  retiree  benefits  less  the  20  percent  employer  contribution 

required  for  plans  with  retiree  health  agreements.  Reflects  the  requirement  that  employers  renira  to  the 

federal  government  one  half  of  the  retiree  savings, 
g         Includes  savings  in  post  age  65  retiree  benefits  due  to  expanding  Medicare  to  cover  prescription  drugs, 
h         Savings  to  employers  due  to  premium  caps, 
i  Under  the  plan,  employers  will  be  required  to  cover  temporary  and  part-time  workers  now  excluded  ftom 

coverage, 
j   .      Individualswhohavedeclinedcoveragewjllberequiredtotakecoverageontheirownjob.  Also,  individuals 

with  dependents  will  be  required  to  take  hcaHy  coverage, 
k         Employer  plans  will  be  required  to  improve  their  benefits  to  the  minimum  standard  required  under  the 

program.  The  employer  premium  contribution  will  also  be  increased  to  80  percent  for  both  individual  and 

family  coverage. 
1         The  premium  charges  to  employers  will  generally  exceed  the  actual  cost  of  coveting  workers  and  dependents 

under  the  plan  due  to  community  rating, 
m        En^loyers  who  form  a  Corporate  Alliance  must  pay  a  one  percent  payroll  tax. 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  4 
IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  PRIVATE  EMPLOYERS  BY  FIRM  SIZE  IN  1998 


^*Mjp'jyffi|ffyj|i«jy 

gB?!Bi»HHPP 

toiiaHMN^aa^ 

willllipXgi^mtlit^ 

MMa|^ii»J5B 

WmKSSBI^ 

JlllrilfnriiiiiMili 

Firms  That  Now  Insure       |    Firms  That  Do  Not  Now 

AllFirms               | 

Si 

Insore 

1 

BgSS|ip||j][*['jMSI|£5a| 

m^M 

Hw^i^ii^ 

l9SBiifllHUi 

W^osMe&emb&ser^ry 

UMPsmsg 

1-9 

($6.7) 

(S868) 

$10.8 

$1443 

$4.1 

$276 

10-24 

$2.0ay 

$268 

$8.1 

$2,173 

$10.1 

$900 

25-99 

(.S3S) 

($378) 

$3.8 

$1,997 

S0.3 

$28 

100-999 

$1.7 

$102 

$2.7 

$2,102 

$4.4 

S251 

1,000-5.000 

($0.6) 

($58) 

$3.9 

$2,690 

$3.3 

$275 

5,000  or  More 

$6.7 

$280 

— 

— 

$6.7 

$280 

PSmSMBSMi 

All  Finns 

($0.4) 

($5.0)1           $29.3 

$1,908.0 

$28.9 

$3 19.01 

a  The  HIAA  data  indicates  the  share  of  premiums  paid  by  eaqjloyers  in  firms  with  10  to  24  employees  is  70 
percent  compared  with  84  percent  for  finns  with  10  or  fewer  workers  and  an  overall  average  among 
employers  of  about  80  percent.  The  cost  of  increasing  premium  contributions  to  80  percent  accounts  for 
most  of  the  increase  in  costs  for  this  firm  size  group. 

Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 


TABLES 
NET  CHANGE  IN  HEALTH  SPENDING  FOR  PRIVATE  FIRMS  IN  SPECIFIC  INDUSTRIES  IN 

1998 


ladastxy     it 

^^msf^^smmj^ECEB/wGETNHEmmsmiiDni&mmsmai^^m 

Finns  That  Now  Insure 

Firms  Than  Do  Not  Now 
Insure 

AU  Firms 

^ 

B 

Construction 

^  m.s) 

($397) 

$3.4 

$U93 

$1.6 

$243 

ManufactutinK 

($5.2) 

($263) 

$3.1 

$1,726 

($11) 

($961 

Transportation, 
Communication  and 
Utilities 

($5.7) 

($924) 

$1.4 

$2,070 

($4.3) 

($628) 

Wholesale  Trade 

($1.9) 

(S561) 

$1.2 

$2,136 

(S0.7) 

($177) 

Retail  Trade 

$101 

S914 

S7.0 

$1,957 

$17.1 

$1,167 

Services 

$5.8 

S270 

$9.2 

$1,992 

$15.0 

$576 

Fmance 

($0.7) 

($117) 

$1.5 

$2,050 

$0.8 

$127 

Other 

($1.0) 

(S306) 

S2.5 

$1,978 

$1.5 

$334 

T(£irPtiratg^^^ 

^m($(m. 

m&sAmm 

m^^3 

^^^smm 

mm^ 

^^i^imi3&. 

Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  6 

CHANGE  IN  COVERED  WORKERS  AND  DEPENDENTS  UNDER  THE  HEALTH  SECURITY 
ACT  BY  DETAILED  INDUSTRY  GROUP  IN  1998* 


a         Excludes  n^ea 

Source:         Lewin-VHI  estunatcs  using  the  Health  Benefits  Simulation  Model  (HBSM)  and  the  March  1992 
Current  Population  Survey  data. 
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TABLE? 
CHANGE  IN  EMPLOYER  HEALTH  SPENDING  BY  DETAILED  INDUSTRY  GROUP  IN  1998* 


ngiamtamLiMafiwDiwc 

Speodtai 
Camot 

(aUtaia) 

SPE.NDING  UNDER  THE  ACT                      | 

rmtat 

Chantt  In  Ciali 
Uadcf-naAct 

rodBi07 

HtaM 

BotOts 
(Bdkai) 

AUiaBcaTu 
(BdUooi) 

SabiUtaa 
(hUmm) 

NeCOaata 
mSfcndia* 

Ainnluic  Service 

iU64 

$2,728 

$11 

($621) 

$853 

67.6'* 

OOier  ApiCTlout 

J3.7U 

$6,632 

$20 

($1,610) 

$U78 

33.9* 

Mimgf 

$3,738 

$3,035 

$121 

($285) 

($847) 

■22.7% 

JI*J72 

$20,435 

$274 

($4.2031 

S1.935 

13.3% 

Uraber  ud  wood  sndua.  MCEpi  Kiruoue 

S1.»4S 

$i223 

$42 

($346) 

($25) 

■1.3* 

JIJ19 

$1,913 

$39 

($238) 

$176 

11.6* 

JiOIJ 

$1014 

$73 

($205) 

($134) 

■6.6* 

njsi 

$XS03 

$133 

($216) 

($162) 

■3.6* 

Fibncwd  neaj 

$3,966 

$4.0(5 

$113 

($426) 

($195) 

-«9* 

JJ.636 

$6.6(4 

$342 

($475) 

$896 

13.8* 

$4.6(1 

$4,240 

$246 

($264) 

($459) 

■98* 

Aifcnft  and  pam 

JZH7 

$l.94( 

$127 

($104) 

($176) 

•8.2* 

$i330 

Ji430 

$160 

($173) 

$85 

3.7* 

Prefeakxui  tad  phonxnokic  eouipfneaL  and  wtictta 

J2J43 

12.174 

$116 

($171) 

($224) 

■9.6* 

$306 

$3(4 

$9 

(J48) 

$39 

12.7* 

MuceUueoui  aad  an  secifled  namficnafiat  ialBsnei 

$1,066 

$IJ42 

$21 

($182) 

$14 

1.3* 

Muahauhaf  (NoadanblB  Goodi) 

$4J9S 

J3J71 

$200 

($328) 

$344 

7.0* 

$140 

$200 

$13 

($10) 

$62 

44.2* 

Texnle  nil  ptodneti 

$Z202 

$X09( 

$74 

($164) 

($194) 

.18* 

Amrel  ud  odicf  flaiitaed  nBle  pnduca 

$Z407 

$3,060 

133 

($416) 

1290 

12.0* 

Pipef  ud  lilied  piuJuuj 

$J.4« 

$Z460 

$122 

($188) 

($101) 

-4.0* 

PriBiot.  Pttbliihiai  tad  lUM  iDdantaa 
CheRue^^  ud  >il^il  produca 
Pankum  ud  coti  aiofea 
Rsbter  ud  mivrllinmai  plana  pradaca 

»4J» 

$3S1 
$1,944 

$4J21 

$393 

$2J34 

$236 

$44 
$83 

($292) 
($34) 
($241) 

($474) 
$22 
$232 

■9.6* 
3.7* 
11.9* 

Tnavactatiaa 

$561 
$13J63 
$7,134 

$44( 

$13424 
$5,836 

$12 
$311 
$355 

($50) 

($1,007) 

($200) 

($151 

(3136) 

($1,143) 

•  1.7* 
•16.0* 

S6JS0 

$4,499 

$278 

($138) 

($1,711 

•27.0* 

WboloaleTnla 

$11^42 

$13J(( 

$233 

($2,115) 

($415) 

•  3.3* 

RoailTnda 

$19,936 

$46499 

$543 

($9,738: 

$17,770 

$«J40 

$9J41 

$173 

(1577) 

$699 

$10.4«1 

$11,933 

$137 

($1,143) 

1469 

4.3* 

$670 

$1,757 

$2 

($540; 

(11.850) 

$350 
S4JJ4 

sro* 

50.5* 

RoiaitScnioa 

12.940 

u.m 

13.739 

134 

S7( 

($1,045) 
(S1.478) 

JI.809 
S2J03 

61.5* 
32.4* 

Hoviials 

J1J07 
$10,494 

$3,479 
112.4(3 

$34 
$344 

($536) 
($693) 

$1,640 

13.6* 

HaMi  Sovica.  Eiaci  Howinli 

$I0.1U 

$1Z402 

$103 

(11.616 

$702 

Educadoaal  Sovica 

$2,449 

$4,100 

$31 

(1638) 

$1,024 

41.8* 

Otier  Pmteaoaal  Scfvica 

J11.T73 

$14,433 

$203 

(11.677 

11.184 

Oihs 
TOTAL 

IJ26J99 

$293,491 

J6.724 

(139.138] 

U6.738 

16.2* 

a         Excludes  retirees 

Souice:         Lewin-VM  estunates  using  the  Health  Benefits  Simulation  Model  (HBSM)  and  the  March  1992 
CuiTEQt  Population  Survey  data. 
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TABLES 


CHANGE  IN  EMPLOYER  HEALTH  SPENDING  PER  WORKER  BY  DETAILED  INDUSTRY 
GROUP  IN  1998* 


COSTS  PEK  WOltXEX 

COSTS  AS  A   "EBCEffTACE  Of  PAYROLL  1 

u^ 

Currail 
PoUcr 

Hi^lh 
SecoiitrAcl 

aaa«(tai 
ComPtr 
Wortter 

CamtUPrtcT 

Baiik 
SeoBiljAct 

Chant*  la  Costs 

Atncutfure  Service 

$I.<9« 

$1679 

$1,081 

39t 

9  3* 

4  0* 

Oter  A«neulmre 

S2.(M3 

$1734 

5693 

7,8* 

10.4* 

:,6* 

Minint 

W.402 

$3,404 

($997) 

8,3* 

64* 

•19* 

Consinioion                                                                                        $1,942 

$1199 

5258 

6.0^ 

68* 

OS* 

MuufactunnK  ( Durable  Goods) 

Ljimber  wd  wood  pro<luct3.  excetx  Ainucure 

52.499 

$1446 

(533) 

8,2* 

8.1* 

■0,1* 

Funucure  and  rijttum 

S2.262 

$2,524 

5242 

78* 

8.7* 

0,9* 

Scone  cUy.  jtlau.  ind  concrete  ptoducts 

$2,909 

$1716 

($193) 

7  6* 

7,1* 

■0,5* 

Pnrroor  meuJ] 

J3.065 

$1893 

($172) 

7.4* 

6,9* 

■0,4* 

Fabncaied  meul 

$1857 

$1714 

($141) 

74* 

71* 

■0,4* 

Machinery,  exce^  elecxncaJ 

$1U3 

$1855 

($28) 

6.2* 

6,2* 

■0,1* 

Eleemcil  mjchinery.  equiomem.  and  wuoliej 

$1438 

$1824 

$384 

3.7* 

6,4* 

0.9* 

Moiof  vehicles  and  efluipmem 

$3,263 

S1943 

($320) 

7  1* 

6,4* 

•0,7* 

Aireraftindpam 

$3,368 

S3.093 

($274) 

7.0* 

6,4* 

■0  6* 

Olher  tnnjponidon  equipmeni 

$2,774 

$1874 

$102 

3.7* 

5,9* 

0,2* 

$3,102 

$1805 

($29D 

7.1* 

4.4* 

■0,7* 

Toys,  amusemems.  and  ipofcnt  foods 

$2,306 

$1598 

$292 

8,1* 

92* 

10* 

.MJscelUneous  and  doc  specified  reanafactunni  induxthes 

$2,497 

$1529 

$32 

75* 

7,4* 

0,1* 

Manuricnihns  (Nondurable  Goods) 

Food  and  kindred  products 

Ji471 

$1444 

5174 

7,3* 

7,8* 

05* 

Tobaoeo  manu/aoures 

$2,168 

$3,127 

5959 

4,5* 

6,5* 

2.0* 

Texnle  mill  produca 

$2,881 

$1427 

(S254) 

10,1* 

92* 

■0,9* 

Apparel  and  odier  finished  lulile  pmduca 

$2,171 

$1433 

5241 

99* 

rii* 

1,2* 

Paper  and  allied  Dcoducn 

$2,975 

$1855 

($120) 

7,0* 

6.7* 

■0,3* 

Princini,  puUisUnii  and  allied  indusoiei 

$1178 

$1434 

$458 

5,7* 

70* 

1,2* 

Chereicais  and  allied  products 

$3,218 

$1910 

(5308) 

6,5* 

5,9* 

■0  6* 

PeODleuffl  and  coal  produca 

$1900 

$3,007 

$108 

5,2* 

5,4* 

0,2* 

Rubber  and  misoellaneous  plasdcs  products 

$1344 

$1624 

$280 

4,8* 

7,6* 

0,8* 

Leather  and  leather  products 

$3,380 

$1470 

($910) 

116* 

92* 

■34* 

Transportation 

$3,101 

$3,047 

($54) 

7,5* 

7,4* 

-0,1* 

Cofflmunicarions 

M.Oll 

53.349 

($443) 

7,9* 

67* 

-1,3* 

Utilities  and  Sanicaty  Services 

J4.702 

$3,435 

($1.2671 

92* 

47* 

-2.5* 

Wholesale  Trade 

$1453 

$1347 

($861 

7,5* 

7,2* 

-0.3* 

Retail  Trsle 

J1.291 

$1441 

$1,150 

5,1* 

9.6* 

4  5* 

$1442 

$1671 

$109 

6.4* 

6,9* 

0.5* 

Insurance  and  Real  Estate 

$1404 

$1512 

$107 

6,5* 

68* 

0,3* 

Plivace  Household  Services 

$1JM 

51193 

$988 

119* 

21.7* 

98* 

Business  Services 

$1,895 

$1851 

$954 

5,3* 

«,2» 

IS* 

Repair  Services 

JIJ85 

$1540 

$975 

58* 

93* 

3,5* 

^nonal  Services.  Except  Private  Household 

S1.7I4 

$1613 

$898 

8,0* 

112* 

42* 

Eotertajoinent  and  Recieacioa  Services 

$1,611 

$1653 

51.043 

5.7* 

9,4* 

3,7* 

Hospitals 

$1712 

$3,136 

5424 

8,1* 

94* 

13* 

Health  Services.  Eicepi  Honiiials 

$1593 

$1772 

$179 

7,1* 

7,6* 

OS* 

Educational  Services 

$1130 

$1848 

5738 

8,2* 

11,0* 

18* 

Social  Services 

$1,884 

$1472 

5788 

9,1* 

119* 

3,8* 

Other  Professioaal  Services 

S162S 

$1892 

$264 

4,0* 

66* 

0.6* 

Odier 

$1772 

$3,242 

$449 

9,1* 

10,6* 

1,5* 

TOTAL 

$1313 

$1489 

$374 

6,7* 

7,8* 

1,1* 

a         Excludes  retiiees 

Souree:         Lewin-VHI  esdmales  using  the  HeaJth  Beoefits  Simulation  Model  (HBSM)  and  the  Maicli  1992 
Cunenc  Populadoa  Survey  data. 
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TABLE  9 
IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  TRADABLE  INDUSTRIES  IN  1998 


>NetChaiigi?raSpendiiig  ^1^M^0^S^ 
'^Wl^CmjimmByM^-^  ^CBanacperWbrker-^: 

All  Tradables 

($1,073) 

($43) 

,  -  ;;.„  '-L..^^  >^s*m'^^^^^:rmim^r^^lhii&nii^^^^m^^i^^ii^:'^^ 

Manufacturing 

($2,063) 

($96) 

Mining 

($847) 

($997) 

Aericulture                                            ,_   . 

$1,837 

$301 

..     vi'v-^j;^  ^,.^-*®^^^vfc?;rS^^i  Insnrine-Stato:.Si8Si^>S^^^i^«5««^^ 

Firms  That  Now  Offer  Insurance 

($6,313) 

($283) 

Fums  That  Do  Not  Now  Offer  Insurance 

$5,240 

$1,823 

Souice:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM)  and  the  March     1992 

Cuirent  Population  Survey  Data. 


TABLE  10 

THE  IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  HEALTH  SPENDING  FOR  PRIVATE 
.     TRADABLES  nRMS  IN  1998  (IN  MILLIONS) 


FinnsJThatNOTg 


Workers  and  Dependents 


;f;SPENDING  UNDER  CURRENT  POHCY^^^^gfX^^^^4:vg^ 


Retirees 


Current  Spending 


$72,701 


$10,261 


$82,962 


SEENDINGPNDERRH?0 


$72,70! 


$10,261 


$82,962 


Service  Costs  for  Workers  and  Dependents  a/ 


Retiree  Benefits 


$57,942 


$7.470 


$11,206 


$69,148 


$7,470 
$5349 


Supplemental  Benefits  b/ 


$5,349 


Community  Rating  Cross  Subsidy  d 


$7,797 


Corporate  Alliance  Payroll  Tax 


($2,241) 


$2,760 


$5.556 


Premium  Subsidies  d/ 


($4,669) 


$2,760 


Total 


($3.725) 


$76.649 


($8394) 


y^i^MS^^^^'^^^&^eSMGBmmSEEQ'i 


Net  Change 


($6,313)1 


$5,240 


$5,240 


$81.889 


($1.073) 


a         Includes  the  cost  of  care  provided  to  workers  and  dependents.  Reflects  managed  care  and  cost  shift  savings 

as  well  as  savings  from  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-worker  families, 
b         Employers  with  unionized  workplaces  are  assumed  to  continue  existing  coverage  for  services  not  coveted 

under  the  program  (i.e..  dental  and  eyeglasses).  The  amount  of  the  employee  contribution  for  health  benefits 

does  not  increase  above  current  levels.  Employers  in  non-unionized  workplaces  are  assumed  to  continue 

supplemental  benefits  only  if  their  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  employers  will  generally  exceed  the  acmal  cost  of  covering  workers  and  dependents 

under  the  plan  due  to  pooling  the  relatively  low  cost  working  population  with  older  higher  cost  groups, 
d        The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroU.  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VHI  estimaies  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  11 

THE  IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  HEALTH  SPENDING  FOR  PRIVATE 

MANUFACTURING  FIRMS  IN  1998  (IN  MILLIONS) 


■jcts-'pettiiram^ti'*-- 


SPENDING  UNDER  CURRENT  POLICY^^agg^St^J^^^ga^^ 


Workers  and  Dependents 


$63,326 


S63,326 


Retirees 


$9.326 


$9,326 


Current  Spending 


$72,652 


—  $72,652 


'im&smm£^mmams^^spESDmG£uia>ER^tmoRim^mmmismms^^ 


Service  Costs  for  Workers  and  Dependents  a/ 


$50,536 


$6.115 


$56,651 


Retiree  Benefits 


$6,795 


$6.795 


Supplemental  Benefits  b/ 


$5,349 


$5.349 


Community  Rating  Cross  Subsidy  c/ 


$5.966 


($674) 


$5,292 


Corporaie  Alliance  Payroll  Tax 


$2.614 


$2,614 


Premium  Subsidies  d/ 


($3.798) 


($2.314) 


($6.112) 


Total 


$67,462 


$3,127 


$70,589 


Includes  Che  cost  of  care  provided  to  workers  and  dependents.  ReQects  managed  care  and  cost  shift  savings 

as  well  as  savings  from  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-worker  families, 
b         Employers  with  unionized  workplaces  are  assumed  to  continue  existing  coverage  for  services  not  covered 

under  the  program  (i.e..  dental  and  eyeglasses).  The  amount  of  the  employee  contribudon  for  health  benefits 

does  not  increase  above  coirent  levels.  Employers  in  non-unionized  workplaces  are  assumed  to  continue 

supplemental  benefits  only  if  theii  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  employers  will  generally  exceed  the  actual  cost  of  covering  workers  and  dependents 

under  the  plan  due  to  pooling  the  reladvely  low  cost  working  population  with  older  higher  cost  groups, 
d         The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroll.  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simuladon  Model  (HBSM)- 
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TABLE  12 
TOP  20  IMPORT  SENSITIVE  MANUFACTURING  INDUSTRIES 


Indiistrial 

niiLi-i ' '       rM'-i' 

i^^^^ 

^^s 

^^S 

3&;^ifai^^gggjg[jj|jjfl|^fariiBBBI8^^S 

SS^^^^^^ 

^^^^m 

WJ^^%W 

232 

Men's  and  Boy's  FumishinRS 

$10,659 

1.76 

22.40 

233 

Women's  Misses'  Outerwear 

S15,376 

0.99 

20.55 

242 

Sawmills  and  Planning  Mills 

S13.934 

7.88 

17.68 

262 

Paper  Mills 

$22,776 

2.70 

15.42 

281 

Industrial  Inorganic  Oiemicals 

$16,409 

19.93 

13.99 

301 

Tires  and  Inner  Tubes 

$9,762 

4.09 

15.56 

331 

Blast  Furnace  and  Basic  Steel  Products 

$44,871 

2J3 

16.53 

333 

Primary  Nonfeaous  Metals 

$15,102 

8.98 

29.64 

352 

Farm  and  Garden  Machinery 

$11,260 

13.79 

13.01 

353 

Construction  and  Related  Machinery 

$25,026 

29.91 

10.70 

354 

Metalwotking  Machinery 

$18,515 

9.96 

13.81 

355 

Special  Industry  Machinery 

$13,180 

23.13 

23.18 

356 

General  Industrial  Machinery 

$22,769 

17.03 

11.65 

357 

Computer  and  Office  Equipment 

$50,014 

25.90 

14.31 

362 

Electrical  Industrial  Apparatus 

$14,893 

9.89 

10.45 

363 

Household  Appliances 

$14,361 

6.31 

12.76 

367 

Electronic  Components  and  Accessories 

$39,444 

18.56 

20.23 

369 

Misc  Electrical  Equipment 

$14,407 

20.18 

13.56 

371 

Motor  Vehicles  and  Equipment 

$16U06 

9.91 

23.01 

386 

Photographic  Equipment  and  Supplies 

$15,080 

15.19 

17.32 

TABLE  12  (CONTINUED) 
TOP  20  EXPORT  SENSmVE  MANUFACTURING  INDUSTRIES 


3-digit 
Industrial 
^Code, 

-  '^^gUf  Industry  Description 

Average  1582-1986^ 

,.  VahieofProdiic^ 

.  .^rShipmentsJiJ^g 

'  (milKons'of  cnrreitfS^ 

^Import^^ 
-PenetralkHi;? 
.^1982-1987:^ 

;^.vEj£port.^^j 
:;  Penetratioai 
:4l982.I98'7:i; 

207 

Fats  and  Oils 

$16,861 

3.47 

15.90 

263 

Paperboard  Mills 

$10,580 

0.52 

10.62 

281 

Industrial  Inorganic  Chemicals 

$16,409 

13.99 

19.93 

282 

Plastic  Materials  and  Other  Manmade  Fibers 

$33,706 

3.38 

12.26 

286 

Industrial  Organic  Chemicals 

$37,136 

7.93 

17.21 

287 

Agricultural  Chemicals 

$13,869 

6.89 

21.46 

351 

Engines  and  Turbines 

$13,655 

8.36 

22.59 

352 

Farm  and  Garden  Machinery 

$11,260 

13.01 

13.79 

353 

Construction  and  Related  Machinery 

$25,026 

10.70 

29.91 

355 

Special  Industry  Machinery 

$13,180 

23.18 

23.13 

356 

General  Industrial  Machinery 

$22,769 

11.65 

17.03 

357 

Computer  and  Office  Equipment 

$50,014 

14.31 

25.90 

358 

Refrigeration  and  Service  Machinery 

$17,760 

4.65 

10.62 

359 

Misc  Machinery  and  Equipment 

$15,129 



17.28 

367 

Electronic  Components  and  Accessories 

$39,444 

20.23 

18.56 

369 

Misc  Electrical  Equipment 

$14,407 

13.56 

20.18 

372 

Aircraft  and  Parts 

$57,166 

6.62 

27.16 

382 

Measuring  and  Controlling  Devices 

$15,639 

8.00 

22.86 

384 

Medical  Instruments  and  Supplies 

$11,858 

3.37 

10.44 

386 

Photographic  Equipment  and  Supplies 

$15,080 

17.32 

15.19 
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TABLE  13 

IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  PRIVATE  EMPLOYER  HEALTH 
SPENDING  BY  TYPE  OF  INDUSTRY  IN  1998  (IN  MILLIONS) 


Health  Spending 
.fDnderCnrrent- 

'  ^Policy  (in    -■. 
ISii^  millions)  ■'if^ 


gS'':f^»---;-;iS-~:<fc::-^"';^  •:;•:- .:j^'Change  in  Bealth'Spendingl^i^:"  ~-^*J?'  ■f'S^S^' 


Firms  That  Now  Offer 
Insurance 


Net  Change  I  Change  Per 
'(ianiilll<ms)    A  Worker:rr^ 


Finns  That  Do  Not  Now 
Offer  Insurance 


Net  Qian^ 
(JnTmillioiis), 


Change  Par 
fSWorkeri^ 


All  Firms 


Net  Change 
(inmillibig)! 


CbangerPes 
-'AVoHcttS 


Manufacturing 
Import  Sensitive 
Export  Sensitive 
Machinery 


$72,651 

$24,790 

$16,728 

$4,949 


($5,190) 

($1305) 

($2,507) 

($186) 


($263) 
($195) 
($607) 
($137) 


$3,127 

$1,171 

$549 

$185 


$1,726 
$1,707 
$1,654 
$U16 


($2,063) 

($133) 

($1,958) 

($1) 


($96) 
($18 
($439 

$o| 
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FIGURE  1 


I  Worliing  Indlvldml  |> 

I  Child  1  I  [ 


»j  Working  Spou»«  | 

J  I^^Chl^^^l  I  ChW4  I 


nCUREZ 
ADVANTAGES  AND  DISADVANTAGES  OF  FORMING  CORPORATE  ALLIANCE 


''^!^^J^&tmli^^^)i^ol:ii»-^AUliimei^^^, 


Advantages 

•  Escape  community  rate 

•  Some  control  over  spending 

•  Streamlines  administration  of 
supplemental  benefits 

Disadvantages 

•  Pay  one  percent  payroll  tax 
effective  1  996 

•  Must  subsidize  premium  for  low- 
wage  workers 

•  Coordination  of  benefits  issues 


Advantages 

Avoids  payroll  tax 

Eliminates  corporate  employee 

health  benefits  staff 

Eventually  eligible  for  subsidies 
Disadvantages 

Costs  in  Alliance  governed  by 

political  process 

No  control  over  cost,  benefits, 

employee  welfare 

Decision  is  irreversible 
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nGURE3 


AVERAGE  MONTHLY  PREMIUM  COST  PER  PERSON  UNDER  THE  REGIONAL 
ALLUNCE  IN  1998 


Firms  That 

Firms  That 

Non- 

Community 

Now  Insure 

Oo  Not 
Now  Insure 

Workars 

Rat* 

Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 


FIGURES 

CHANGE  IN  EMPLOYER  HEALTH  SPENDING  FOR  FIRMS  OFFERING  AND  NOT 
OFFERING  INSURANCE 


$32.0 


2000 


($16.0) 


Firms  That  Now  Offer  Insurance 


-Firms  That  Do  Not  Now  Offer 
Insurance 


a         Includes  benefits  for  workers,  dependents,  and  retirees  net  of  program  subsidies. 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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nGURE6 

CHANGE  IN  EMPLOYER  HEALTH  SPENDING  UNDER  ALTERNATIVE  SPENDING 

TARGETS 


($40.0)    -L 


-Spending  Targets  Met-  -  -Spending  Targets  Plus Current  Growth  Trend  i 

1.5% 


nGURE7 

EMPLOYER  RETIREE  HEALTH  SAVINGS  UNDER  THE  HEALTH  SECURITY  ACT  BY 

INDUSTRY  IN  1998  (IN  BILLIONS) 

Finance 

$0.3        Other 

e  ^— ««.=T^      $0.3 

Services  ^^^ 

$2.1 


Manufacturing 
$2.7 


Retail  Trade 
$0.6 
Wholesale 
Trade 

$0.3        Transportation 
$1.1 


Total  Savings  :  $7.4  billioa 
Source:         Lewin-VHI  esdmates  ostag  the  Health  Benefits  Simuladoo  Model  (HBSM). 
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Appendix  A 

Detailed  Analyses  of  the  Impacts  of  the 

Health  Security  Act  on  Various  Classes  of 

Employer  in  1998 


A-l  Lewin-VHI,  Inc. 
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APPEJTOIX  A 

DETAILED  ANALYSES  OF  THE  IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON 

VARIOUS  CLASSES  OF  EMPLOYER  IN  1998 


TABLE  A-1 

DETAILED  ANALYSIS  OF  CHANGES  IN  SPENDING  FOR  PRIVATE  TRADABLES  FIRMS 

THAT  NOW  OFFER  INSURANCE  IN  1998  (IN  MILLIONS) 


ii:  PPCXJECTED  SPENDING  UNDER CURHENTJpOUCY.filjf^ilHIijvi il ; 4ii|i }^\ 


Total:$82.962  Workers:$34,824  Dependents:$37,a77  Eariy  Retirees:$5,350  Post-65  RetIrNs:$4,911 


'  •  ^  SAVING3  UNDEa  BEFOflU' "  i  T  M  ■ ! .  - ■ 

Managed  Care  Savings  ■ 

S2.334 

Adnninistfative  Savings  » 

$2,199 

WorWng  Dependent  Benefits^ 

$10,075 

Cost  Shift  Savings  * 

$3,632 

Emclover  Premium  Subsidies  * 

$4,669 

Eaity  Retiree  Benefits ' 

$2,004 

Post  65  Retiree  Benefits  a 

$787 

Premium  Cap  Savings  " 

$4,421 

Total  Saving* 

$30,121 

Savinc 

is: 

— 1 

New  Costs: 
Net  Change: 


NEW  COSTS  UNDER  REFOHUm  i  [  r 


Cover  lneigit)ie  Worttera ' 


Cover  Pereons  Who  Dedine  Coverage ' 


Improve  Benefits  to  Minimum  Standard  * 


Community  Rating  Cross-Sut>sidy  for 
Firms  in  Redonal  AlBance ' 


Payrol  Tax  In  Cotporate  AUanca" 


Total  New  Costa 


($(30,121) 


($6,313) 


$«.299 


$3,481 


$7,797 


$2,760 


$23,808 


'M  ct-RtK^^#Jt^{  PHOJECTED-SPENDINCt  UNDEHnSI^HEALTB.SEOaFffi^^AC 


■m^m. 


Total:$76,649  Workers:  $38,033  Dependents:  $31,146  Eariy  Retirees:  $3,346  Post-65  Retirees:  $4,124 


a         We  assume  an  inaease  in  managed  care  enrollment  resulting  in  managed  care  savings  for  firms  that  now  offer 

insurance.  Includes  savings  from  reduced  utilization  and  reduced  provider  administrative  expenses.  See  Appendix 

A. 
b         The  program  results  in  reduced  insurer  administrative  costs  for  small  firms  in  particular  (See  Appendix  A), 
c  Employers  will  share  in  the  cost  of  covering  two-worlcer  families  resulting  in  savings  to  firms  that  now  cover 

woildng  dependents, 
d    '     There  will  be  a  reduction  in  provider  cost-shifting  due  to  a  reduction  in  uncompensated  care, 
e         The  program  provides  a  subsidy  to  employers  which  caps  employer  spending  at  a  qwcified  percentage  of  payroll 

varying  with  firm  size  and  average  payrolL 
f  Includes  savings  due  to  elimination  of  eariy  retiree  benefits  less  tiie  20  percent  employer  contiibunon  required  fix 

plans  with  retiree  health  agreements.  Reflects  the  requirement  that  employers  reum  to  the  federal  government  one 

half  of  the  retiree  savings, 
g         Includes  savings  in  post  age  65  retiree  benefits  due  to  e;q>anding  Medicare  to  cover  prescription  drugs, 
b         Savings  to  employers  due  to  premium  caps. 

i  Employers  will  be  required  to  cover  temporary  and  part-time  workers  now  excluded  fiom  coverage  under  the  plan, 

j  Individuals  who  have  declined  coverage  will  also  be  required  to  take  coverage  on  their  own  job.  Also,  individuals 

with  dependents  will  be  required  to  take  family  coverage, 
k         Employer  plans  will  be  required  to  improve  their  benefits  to  the  minimum  standard  required  under  the  program.  The 

employer  premium  contribution  will  also  be  increased  to  iO  percent  for  both  individual  and  family  coverage. 
1  The  premium  charges  to  employer&«vill  generally  exceed  the  actual  cost  of  coveting  workers  and  dependents  under 

the  plan  due  to  conmiunity  rating, 
m        Employers  who  form  a  Corporate  Alliance  must  pay  a  one  percent  payroll  tax. 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simuladon  Model  (HBSM). 
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TABLE  A-2 

DETAILED  ANALYSIS  OF  CHANGES  IN  SPENDING  FOR  PRIVATE  MANUFACTURING 
nRMS  THAT  NOW  OFFER  INSURANCE  IN  1998  (IN  MILLIONS) 


;  PROJECTED  SPENDING  UNDER  CURRE^f^:POUCY  \\[\\\ \'M \ nj li I'M !:;] j 


Total:$72.651  Workera:$31.461  Dependent3:$31,865  Early  Rotlrees:$4,863  Post-65  Retlrees:$4,463 


SAVINGS  UMPPB  HEFORM                          1 

Managed  Care  Savings  * 

$2,064 

Adminlstrativo  Savings  » 

S1.922 

WorWnq  Oeoendent  8«nefits< 

$8,593 

Cost  SWIt  Savings  * 

S3.212 

Emolover  Premium  Subsidies  • 

$3,798 

Eaily  Retiree  Benefits ' 

$1,817 

Post  65  Redree  Benefits  < 

$714 

Premium  Cap  Savings  " 

$3,911 

Total  Saving* 

$24 

1.031 

Savings: 
Nftw  nnsts! 
Net  Change: 


Cover  Ineligible  WorfcefS ' 


Cover  Persons  Who  Decline  Coverage  i 


NEW  COSTS  UNDER  REFORM^ 


Improve  Benefits  to  Mlnlmun  Standard  ' 


Community  Rating  Cross-Subsidy  for 
Firms  In  Redonal  AlBanee ' 


Payrol  Tax  In  Corporate  Alliance" 


Total  New  Coets 


^   ($24,031) 

$18.841 


($5,190) 


$3.077 


S4.810 


S5.966 


SZ614 


$18,841 


■:  j-i  H^l^{  I  l-j:t  ^RnQJECTCP■.sp.ENP!^<G.u.^lDB^gJ^ 


Total:$67,461  Workers:  $33,150  Dependents:  $27,516  Early  Retlreea:  $3,046  Post-«5  Retirees:  $3.749 


We  assume  aa  increase  in  managed  care  enioUmeot  resulting  in  managed  care  savings  for  firms  that  now 

offer  insurance.  Includes  savings  from  reduced  utilizadon  and  reduced  provider  administraave  expenses, . 

See  Appendix  A. 
b        The  program  results  in  reduced  insurer  administradve  costs  for  small  firms  in  particular  (See  Appendix  A), 
c         Employers  will  share  in  the  cost  of  covering  two-worker  families  resulting  in  savings  to  finns  that  now 

cover  working  dependents, 
d        There  will  be  a  reduction  in  provider  cost-shifting  due  to  a  reduction  in  uncompensated  care, 
e         The  program  provides  a  subsidy  to  employers  which  caps  employer  spending  at  a  specified  percentage  of 

payroll  varying  with  firm  size  and  average  payroll, 
f         Includes  savings  due  to  elimination  of  early  retiree  benefits  less  the  20  percent  employer  contribution 

required  for  plans  with  retiree  health  agreements.  Reflects  the  requirement  that  employers  return  to  the 

federal  government  one  half  of  the  retiree  savings, 
g         Includes  savings  in  post  age  65  retiree  benefits  due  to  expanding  Medicare  to  cover  prescription  drugs, 
h         Savings  to  employers  due  to  premium  caps, 
i         Employers  will  be  required  to  cover  temporary  and  part-time  workers  now  excluded  firom  coverage  under  the 

plan, 
j  Individuals  who  have  declined  coverage  will  also  be  required  to  take  coverage  on  their  own  job.  Also, 

individuals  with  dependents  will  be  required  to  take  family  coverage, 
k        Employer  plans  will  be  required  to  improve  their  benefits  to  the  minimum  standard  required  under  the 

program.  The  employer  premium  contribution  will  also  be  increased  to  80  percent  for  bodi  individual  and 

family  coverage. 
1         The  premium  charges  to  employers  will  generally  exceed  the  acmal  cost  of  coveting  workers  and  dependents 

under  the  plan  due  to  community  rating, 
m        Employers  who  form  a  Corporate  Alliance  must  pay  a  one  percent  payroll  tax. 
Source:  Lewin-VHI  estimates  using  the  Healdi  Benefits  Simulation  Model  (HBSM). 
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TABLE  A-3 

THE  IMPACT  OF  THE  HEALTH  SECURITY  ACT  ON  HEALTH  SPENDING  FOR  IMPORT 
SENSITIVE  MANUFACTURING  FIRMS  IN  1998  (IN  MILLIONS) 


V^^;ij^:^t^1^'-fefe3ia;^SPENDIN&^JNDER:CPRRE^a:P0L^ 


Workers  and  Dependents 


S21,621 


S21,621 


Retirees 


$3,169 


$3.169 


Current  Spending 


$24.790 


$24,790 


ISPENDlSGgPNDEgREEOl 


Service  Costs  for  Workers  and  Dependents  a/ 


$16.202 


$2.207 


$18.409 


Retiree  Benefits 


$2311 


$2311 


Supplemental  Benefits  b/ 


$1.861 


S1.861 


Conununity  Rating  Cross  Subsidy  d 


$3.262 


($180) 


$3.082 


Corporate  Alliance  Payroll  Tax 


$1,030 


$1,030 


Premium  Subsidies  d/ 


($1.181) 


($855) 


($2.036) 


Total 


$23.485 


$1,172 


$24,657 


a         Includes  the  cost  of  care  provided  to  woikeis  and  dependents.  Reflects  managed  care  and  cost  shift  savings 

as  well  as  savings  from  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-wodcer  funilies. 
b         Employers  with  unionized  wotiqilaces  are  assnmrd  to  continue  existing  coverage  for  services  not  covered. 
■  under  the  program  (i.e.,  dental  and  eyeglasses).  The  amount  of  the  employee  contribution  for  health  benefits 

does  not  increase  above  current  levels.  Employers  in  non-unionized  wotlqylaces  are  assumed  to  continue. 

supplemental  benefits  only  if  their  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  employers  will  generally  exceed  the  acmal  cost  of  covering  workers  and  dependents 

under  the  plan  due  to  pooling  the  relatively  low  cost  working  population  with  older  higher  cost  groups, 
d         The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroll.  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simuladoa  Model  (HBSM). 
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TABLE  A-4 

DETAILED  ANALYSIS  OF  CHANGES  IN  SPENDING  FOR  PRIVATE  IMPORT  SENSITIVE 
MANUFACTURING  FIRMS  THAT  NOW  OFFER  INSURANCE  IN  1998  (IN  MILLIONS) 


PROJECTED  SPENDING  UNDER  CURRErfripOUCyillHHlli  i  iliFlltr]^!:!: 


Totel:$24.790  Workera:$10,111  Dependent3:$11,51Q  Eariy  Retlrees:$1 ,652  Po3t-65  Rotlrees:$1,517 


'            SAVINGS  UNDPR  REFOnM   '    '      '    " 

Mafuq«d  Care  Savings  • 

S667 

Administrative  Savings  ' 

S715 

WorWnq  Oeoendent  B«ne(its« 

S3.189 

Cost  Shift  Savings  < 

SI  .038 

Empiover  Premium  Subsidies  * 

?1,1?1 

Eariy  Retiree  Benefib ' 

$616 

Post  es  Retiree  Benefits  < 

S242 

Premium  Cap  Savings  " 

SI  ^8 

Total  Saving* 

M,916 

Savinc 

js: 

— 1 

Nflw  Costs: 
Net  Change: 


i    NEW  COSTS  UNDER  REFORM 

..U  ^u  1  '  • 

Cover  Ineligibia  Workers ' 

$1,121 

Cover  Parsons  Wfio  Oedlne  Coverage  1 

$1,706 

Improve  Benefits  to  Minlmun  Standard  * 

$492 

Community  Rating  Cross-Subsidy  for 
F»ms  In  Radonal  Alllanca  ' 

$3,262 

Payroll  Tax  In  Corporate  AlOance" 

$1,030 

Total  New  CotU 

$7,611 

($(8,916) 
$7  611    I 

($1,305) 


!liRaJjj^{fl|iatgR<MEC?;EPSPENm^^^^ 


Total:$23.485  Workera;  $11.333  Dependents;  S9,841  Eariy  Retirees:  $1,036  Poat-6S  Retlreea:  $1,275 


I         We  assume  an  increase  in  managed  care  enrollment  resulting  in  managed  care  savings  for  firms  that  now 

offer  insurance.  Includes  savings  from  reduced  utilizadon  and  reduced  provider  administrarive  expenses. 

See  Appendix  A. 
)        The  program  results  in  reduced  insurer  administrarive  costs  for  small  firms  in  particular  (See  Appendix  A). 
:         Employers  will  share  inrthe  cost  of  coveting  two-woricer  families  resulting  in  savings  to  firms  that  now 

cover  working  dependents. 
1        There  will  be  a  reduction  in  provider  cost-shifring  due  to  a  reduction  in  uncompensated  care. 
i        The  program  provides  a  subsidy  to  employers  which  caps  employer  spending  at  a  specified  percentage  of 

payroll  varying  widi  firm  size  and  average  payrolL 
f         Includes  savings  due  to  elimination  of  early  retiree  benefits  less  the  20  percent  employer  conoibution 

required  for  plans  with  retiree  health  agreements.  Reflects  the  requirement  that  employers  return  to  the 

federal  government  one  half  of  the  retiree  savings. 
g         Includes  savings  in  post  age  65  retiree  benefits  doe  to  expanding  Medicare  to  cover  prescription  drugs, 
h         Savings  to  employers  due  to  premium  caps, 
i         Employers  will  be  required  to  cover  temporary  and  pan-time  workers  now  excluded  from  coverage  under  the 

plan- 
j  Individuals  who  have  declined  coverage  will  also  be  required  to  take  coverage  on  their  own  job.  Also, 

individuals  with  dependents  will  be  required  to  take  family  coverage, 
k  '      Employer  plans  will  be  required  to  improve  their  benefits  to  the  minimum  standard  required  under  the 

program.  The  employer  premium  contribution  will  also  be  increased  to  80  percent  for  bodi  individual  and 

family  coverage. 
1         The  premium  charges  to  employers  will  generally  exceed  the  acmal  cost  of  covering  workers  and  dependents 

under  the  plan  due  to  community  rating, 
m       Employers  who  form  a  Corporate  Alliance  must  pay  a  one  percent  payroll  tax. 
Source:  Lewin-VHI  estimates  using  die  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  A-6 

DETAILED  ANALYSIS  OF  CHANGES  IN  SPENDING  FOR  PRIVATE  EXPORT  SENSITIVE 
MANUFACTURING  FIRMS  THAT  NOW  OFFER  INSURANCE  IN  1998  (IN  MILLIONS) 


;  i  i  1 1 ; n  fi ! ;  PROJECTED  SPENDING' UNDER CURRErrTPOLICYi 1 1 i  {l!*|! nl fii ■!> f^M f i 


Total:$16,728  Workers:$6,590  D«pendents:S7,991  Early  Retlrees:$1,120  Post-€5  Retlree3:$1,027 


SAVINGS  UNDER  HEFOHM 

Managed  Care  Savings  • 

S427 

Administrative  Savings  » 

$384 

WofWng  Dependent  Benefits' 

$1,770 

Cost  Shift  Savings  " 

SBBS 

Employer  Pnamium  Subsidies  * 

S842 

Early  Redree  Benefits ' 

$419 

Post  65  Rettree  Benefits  « 

$164 

Premium  Cap  Savings  " 

$816 

Total  Savings 

$5,487 

Savinc 

is: 

— 1 

Naw  Costs: 
Net  Change: 


NEW  COSTS  UNDER  REFORM     ;'i^  I 

Cover  Inefiglble  Woricere ' 

$297 

Cover  Persons  Who  Dedlne  Coverage  1 

$301 

Improve  Benefits  to  Minimum  Standard  ^ 

$369 

Community  Radng  Cross-Subsidy  for 
Firms  in  Redonal  Alliance  ' 

$1,352 

Payroll  Tax  in  Corporate  Alliance" 

$661 

Total  New  Coats 

$2,980 

($(5,487) 
$2  980    I 

($2,507) 


Jl-tellKfyHit^Pf'-Q^.^r^^^fffPiNgJJWP^^^ 


Total:S14.221  Workers:  $6,356  Dependents:  $6,301  Eariy  Retirees:  $701  Post-65  Retirees:  $863 


a         We  a«iim<'  an  increase  in  managed  care  enrollmenc  restilting  in  managed  care  savings  for  firms  tliat  now 

offer  insurance.  Includes  savings  firom  reduced  utilization  and  reduced  provider  administrative  expenses. 

See  Appendix  A. 
b        The  program  results  in  reduced  insurer  administrative  costs  for  small  firms  in  particular  (See  Appendix  A), 
c         Employers  will  share  in  the  cost  of  covering  two-wodcer  ^unilies  resulting  in  savings  to  finns  that  now 

cover  working  dependents, 
d        There  will  be  a  r«inction  in  provider  cost-shifting  due  to  a  reduction  in  uncompensated  care, 
e         The  program  provides  a  subsidy  to  employers  which  caps  employer  spending  at  a  specified  percentage  of 

payroll  varying  with  firm  size  and  average  payroll, 
f         Includes  savings  due  to  elimination  of  early  retiree  benefits  less  the  20  percent  employer  contribution 

required  for  plans  with  retiree  health  agreements.  Reflects  the  requirement  that  employers  return  to  the 

federal  government  one  half  of  the  retiree  savings. 
g         Includes  savings  in  post  age  65  retiree  benefits  due  to  expanding  Medicare  to  cover  prescription  drugs, 
h         Savings  to  employers  due  to  premium  caps. 
i         Employers  will  be  required  to  cover  temporary  and  part-time  workers  now  excluded  from  coverage  under  the 

plan, 
j  Individuals  who  have  declined  coverage  will  also  be  required  to  take  coverage  on  their  own  job.  Also, 

individuals  with  dependents  will  be  required  to  take  family  coverage. 
k         Employer  plans  will  be  required  to  improve  their  benefits  to  the  minimum  standard  required  under  the 

program.  The  employer  premium  contiibution  will  also  be  increased  to  80  percent  for  both  individual  and 

family  coverage. 
1         The  premium  charges  to  employers  will  generally  exceed  the  actual  cost  of  covering  wodceis  and  dependents 

under  the  plan  due  to  coomiunity  rating, 
m       Employers  who  form  a  Coiporate  Alliance  must  pay  a  one  percent  payroll  tax. 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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TABLE  A-5 

THE  IMPACT  OF  HEALTH  REFORM  ON  HEALTH  SPENDING  FOR  PRIVATE  EXPORT 
SENSITIVE  MANUFACTURING  FIRMS  IN  1998  (IN  MILLIONS) 


Workers  and  Dependents 


Retirees 


Current  Spending 


Service  Costs  for  Workers  and  Dependents  a/ 


■^^!^'   -■: 


-t'SPENDINGUNDERCDRRENTPOEICg^S^^ai^^S^gS^gl 

$14^81 


$14,581 


$2,147 


$16,728 


$2.147 
$16,728 


-~~ r r       TTl  .  _  !       !         ',     I  rtn  A^^n  CI    A££  eil   00£. 


Retiree  Benefits 


Supplemental  Benefits  b/ 


Community  Rating  Cross  Subsidy  c/ 


Corporate  Alliance  Payroll  Tax 


Premium  Subsidies  d/ 


Total 


$10,420 


$1,564 


$1,066 


$1,352 


$661 


($842) 


$14.221 


$1,466 


(S479) 


($438) 


$549 


$11,886 


$1,564 


$1,066 


$873 


$661 


($1.280) 


$14,770 


a         Includes  the  cost  of  care  provided  to  workers  and  dependents.  Reflects  managed  care  and  cost  shift  savings 

as  well  as  savings  from  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-woricer  fomilics. 
b         Employers  with  unionized  workplaces  are  assumed  to  continue  existing  coverage  for  services  not  covered 

under  the  program  (i.e.,  dental  and  eyeglasses).  The  amount  of  the  employee  contribution  for  healtii  benefits 

does  not  increase  above  current  levels.  Employers  in  non-unionized  workplaces  arc  assumed  to  continue 

supplemental  benefits  only  if  their  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  employers  will  generally  exceed  die  acnial  cost  of  covering  woricers  and  dependents 

under  the  plan  due  to  pooling  the  relatively  low  cost  working  population  with  older  higher  cost  groups, 
d        The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroll  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VM  estimates  using  the  Healtii  Benefits  Simulation  Model  (HBSM)- 
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TABLE  A-7 

THE  IMPACT  OF  HEALTH  REFORM  ON  HEALTH  SPENDING  FOR  PRIVATE 
MACHINERY  MANUFACTURING  HRMS  IN  1998  (IN  MILLIONS) 


iprmsThafil  FlrnSTIiifDoitllliiaatBlnnat 

■^^m^-s^yrr:^^^^  SPENDINGUNDER:CURRENT.EOEICTS^ii^^®S^i^fiii 

Workers  and  Dependents 

$4,315 



$4315 

Retirees 

$634 

— 

$634 

Current  Spending; 

$4,949 

— 

$4,949 

'^^^mmmmmi^mismsFESDjii&ijm^EswEEoias^^ 

Service  Costs  for  Workers  and  Dependents  a/ 

$2,869 

$748 

$3,617 

Retiree  Benefits 

$462 

— 

$462 

Supplemental  Benefits  b/ 

$284 

— 

$284 

Community  Rating  Cross  Subsidy  c/ 

$1,358 

($296) 

$1,062 

Corporate  Alliance  Payroll  Tax 

$113 

— 

$113 

Premium  Subsidies  d/ 

($323) 

($266) 

($589) 

Total 

$4,763 

$186 

$4,949 

MMMHtiafli^^ 

^E^SiSSMIHIIttBill^himiK 

NetChanw                                                   I              ($186) 

$186 

$0 

a         Includes  the  cost  of  care  provided  to  workers  and  dependents.  Reflects  managed  care  and  cost  shift  savings 

as  well  as  savings  from  the  premium  cap  and  the  requirement  that  employers  share  the  cost  of  family 

coverage  in  two-worker  families, 
b        Employers  with  unionized  workplaces  are  as.sntTird  to  continue  existing  coverage  for  services  not  covered 

under  the  program  (i.e.,  dental  and  eyeglasses).  The  amount  of  the  employee  contribudon  for  health  benefits 

does  not  increase  above  current  levels.  Employers  in  non-unionized  workplaces  are  asifTJinc^  to  continue 

supplemental  benefits  only  if  their  costs  are  reduced  under  reform, 
c         The  premiums  paid  by  employers  will  generally  exceed  the  actual  cost  of  covering  wodcers  and  dependents 

under  the  plan  due  to  pooling  the  reladvely  low  cost  working  population  widi  older  higher  cost  groups. 
d        The  program  provides  a  subsidy  which  caps  employer  spending  at  various  percentages  of  payroll.  The  level 

of  subsidy  varies  with  firm  size  and  average  employee  payroll 
Source:  Lewin-VHI  estimates  using  the  Health  Benefits  Simulation  Model  (HBSM). 
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COMPETITIVENESS   POLICY  COUNCIL 

1726  M  Street  NW  •  Suite  300  •  Washington.  DC  20036  •  Tel:  (202)  632-1307  •  FAX:  (202)  632-1350 


NEWS  RELEASE 


May  12,  1994 


Contact:  Howard  Rosen  (202)  632-1307 


CURRENT  RECOVERY  NOT  SUFnCIENT  TO  REVERSE 
LONG-TERM  EROSION  OF  US  COMPETITIVENESS 


HEARINGS  BEFORE  SUBCOMMITTEE  ON  ECONOMIC  GROWTH  AND  CREDIT  FORMATION  OF  THE  HOUSE 
BANKING,  FINANCE  AND  URBAN  AFFAIRS  COMMITTEE:  2:00  pm.  Room  2220  Riybum  Home  OfBce  Building 


EMBARGO:  May  12, 1994, 2:00  pm,  E.S  T. 


Washington,  May  12— The  current  economic  recovery  is  encouraging  but  will  not  be 
enough  to  reverse  the  twenty  year  erosion  in  the  nation's  competitiveness,  according  to  the 
Competitiveness  Policy  Council's  Third  Report  to  the  President  and  Congress  In  spite  of 
the  good  news  about  the  economy,  the  Council  remains  concerned  about  the  lack  of 
improvement  in  several  key  economic  fiindamentals  America's  saving  rate  remains  the 
lovyest  among  the  industrialized  countries  and  continues  to  fall,  our  students  and  workers 
continue  to  la^z  behind  other  countries  in  educational  achievement  and  the  nation's 
investment  in  plant  and  equipment.  R&D  and  public  infrastructure  is  insufficient 
"Without  improvement  in  these  fundamentals,  we  cannot  hope  to  translate  the  current 
pickup  into  long-term  gains  in  our  standard  of  living,"  the  Report  says. 

The  Competitiveness  Policy  Council  is  a  twelve-member,  bipartisan  national  commission 
created  by  Congress  It  includes  three  corporate  leaders,  three  labor  union  presidents, 
three  senior  government  (federal  and  state)  oflBcials  and  three  representatives  of  the 
public  The  members  were  appointed  by  the  President  and  by  the  joint  leadership  of  the 
Senate  and  House  of  Representatives  The  Council  is  chaired  by  Dr  C  Fred  Bergsten, 
Director  of  the  Institute  for  International  Economics  President  Clinton  appointed  Dr. 
Laura  D' Andrea  Tyson,  Chair  of  the  Council  of  Economic  Advisers,  as  the  federal 
government  representative  last  September. 

"Promoting  Long-Term  Prosperity"  is  the  Council's  third  report  to  the  President  and 
Congress  reviewing  the  state  of  US  competitiveness  and  making  poUcy  recommendations 
on  how  to  improve  national  living  standards  In  its  first  report,  in  1 992,  the  Council  called 
for  "a  comprehensive  competitiveness  strategy"  to  address  the  steady  erosion  in  the 
nation's  competitiveness  In  its  second  report,  in  1993,  the  Council  proposed  national 
goals  for  saving,  investment  and  economic  growth  aimed  at  doubling  productivity  growth 
by  the  end  of  the  decade  and  presented  detailed  policy  recommendations  in  the  areas  of 
capital  formation,  corporate  governance  and  financial  markets,  critical  technologies, 
education,  manufiacturing,  public  infrastructure,  trade  policy  and  training. 
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In  this  year's  report,  the  Council  reviews  progress  made  during  the  first  year  of  the  Clinton 
Administration  in  implementing  its  initial  proposals  and  suggests  additional  steps  which  need  to  be  taken 
In  addressing  the  current  debate  over  whether  the  United  States  still  has  a  competitiveness  "problem," 
the  Council  notes  that  in  spite  of  the  current  improvements  in  economic  growth,  unemployment  and 
inflation,  there  remains  a  stagnation  or  even  decline  in  real  wages  and  total  compensation  —  the  best 
measures  of  a  nation's  standard  of  living  "Some  people  view  the  cyclical  recovery  in  the  United  States 
and  poor  economic  performance  in  Europe  and  Japan  as  indicators  that  we  have  solved  our 
competitiveness  problem,"  notes  Dr  Bergsten,  the  Council's  Chairman  "We  reject  such  a  narrow 
definition  of  competitiveness  America  cannot  be  viewed  as  competitive  as  long  as  our  standard  of  living 
foils  to  rise   In  addition,  we  cannot  ignore  the  fact  that  our  trade  deficit  is  soaring  toward  a  record  level " 

In  addition  to  reviewing  recent  developments  in  technology,  education  and  training  and  public 
infi-astructure,  the  Council's  new  report  focuses  on  the  impact  of  health  care  reform  on  US 
competitiveness  and  the  need  for  improvements  in  how  the  federal  government  budgets  for  investment. 
The  Council  also  presents  its  fiiture  agenda  in  the  area  of  capital  allocation  and  social  issues  The 
following  are  some  highlights  from  the  Council's  1994  report 

Health  Care  Reform 

The  nation  currently  spends  14  percent  of  GDP  on  health  care,  more  than  any  other  country  in  the 
world,  yet  there  is  no  evidence  that  our  citizens  are  that  much  healthier  The  nation's  current  health  care 
system  affects  our  competitiveness  in  two  major  ways  First,  growing  health  care  inefficiencv  is 
diverting  resources  which  could  instead  be  invested  in  education,  technology  and  infrastructure  Second, 
under  our  current  system,  workers  pay  the  lion's  share  of  the  nation's  health  care  bill  through  lower  take- 
home  wages  and  declining  quality  of  health  care 

In  the  short  run,  health  care  reform  is  likely  to  raise  the  federal  deficit  slightly  higher  than  under  the 
current  system,  fijrther  curtailing  national  saving  In  the  long  run  (after  2004),  some  of  the  plans  being 
discussed,  including  the  Administration's,  could  reduce  the  federal  deficit  below  the  current  baseline  and 
contribute  to  raising  national  saving  and  investment  In  comparing  reform  alternatives.  Congress  and 
the  American  people  should  give  more  weight  to  the  long-term  implications  than  to  the  impact  on  the 
deficit  over  the  next  few  years 

Most  analvsts  now  agree  that  the  burden  of  the  current  emplover-based  health  care  system  is  borne 
primarily  by  workers  in  the  form  of  lower  wages  Increases  in  health  care  costs  in  recent  years  have 
eaten  into  employee  wages  and  other  benefits  (Figure  1)  In  fact,  rising  health  care  costs  may  help 
explain  much  of  the  stagnation  or  decline  in  real  wages  over  the  same  period  In  addition  to  its  impact 
on  wages,  the  current  health  care  system  has  contributed  to  a  two-tier  job  market  To  avoid  incurring 
current  and  fijture  health  care  obligations,  many  employers  often  hire  new  workers  as  temporaries  or  via 
temporary  worker  services  This  has  contributed  to  a  significant  increase  in  temporary  workers,  which 
can  also  take  away  from  creating  high  performance  workplaces 

The  present  system  of  rising,  uncontrolled  health  care  costs  falls  most  heavily  on  large  firms,  many 
of  which  are  strong  exporters.  Our  analysis  suggests  that  under  the  Clinton  health  care  reform  proposal, 
manufacturing  industries  would  save  almost  $100  per  worker,  and  up  to  $439  per  worker  in  the  top 
twenty  exporters,  as  opposed  to  an  average  net  cost  per  worker  of  $319  for  all  firms  However,  the 
reform  should  improve  the  international  trade  component  of  America's  competitiveness  problem 
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Public  Investment 

Public  investment  in  education  and  training,  R&D  and  infrastructure  amounted  to  25  percent  of  non- 
defense  outlays  and  2  5  percent  of  GDP  in  1965  By  1995,  based  on  current  budget  projections,  this 
public  investment  is  expected  to  be  only  11  percent  of  non-defense  outlays  and  19  percent  of  GDP 
(Figures  2  and  3)  The  Council  reiterates  the  importance  of  public  investment  in  education  and  training, 
R&D  and  public  infrastructure  in  order  to  raise  productivity  growth  and  American  living  standards  The 
Council  strongly  supports  the  Clinton  Administration  in  its  efforts  to  increase  federal  investment  but  it 
urges  the  development  of  a  more  coherent  investment  plan.  The  Council  calls  on  the  Administration  to 
establish  an  investment  budget  as  a  first  step    The  following  are  additional  steps  which  need  to  be  taken; 

Federal  Budget  The  spending  caps  enacted  in  1990  and  re-extended  in  1993  have  been  a  helpful 
management  tool  to  Congress  but  may  have  outlived  their  usefulness  If  continued  beyond  FY  1995, 
these  caps  will  require  very  large  cuts  from  the  budget  baseline  But  reducing  the  deficit  does  not 
require  a  freeze  in  discretionary  spending  While  the  Council  strongly  reaffirms  the  need  to  continue 
lowering  the  federal  deficit,  we  believe  that  consideration  should  be  given  to  amending  the  Budget 
Enforcement  Act  to  permit  entitlement  cuts  or  revenue  increases  to  be  used  to  pay  for  increases  in  federal 
investment 

Competitiveness  Impact  Statements  Under  the  Omnibus  Trade  and  Competitiveness  Act  of  1988,  the 
President  and  heads  of  agencies  are  required  to  submit  to  Congress  "Competitiveness  Impact  Statements" 
(CIS)  as  part  of  all  legislative  proposals  which  may  affect  the  ability  of  American  firms  to  compete  in 
international  commerce  This  law  has  been  ignored  over  the  last  six  years  and  is  now  about  to  expire. 
The  Council  recommends  that  the  Congress  renew  the  law,  although  limiting- the  requirement  to  prepare 
a  CIS  on  only  those  proposals  deemed  to  have  a  significant  impact  on  competitiveness,  and  assigning 
that  responsibility  to  an  independent  agency  like  the  US  International  Trade  Commission  or  the 
Congressional  Budget  Office 

Education  and  Training 

In  its  Second  Report,  the  Council  called  for  establishing  a  system  of  life-long  learning,  including 
improving  the  nation's  basic  education,  better  facilitating  the  school-to-work  transition,  increasing  job- 
related  training,  and  expanding  retraining  programs  for  dislocated  workers  The  Council  applauds  the 
Administration  and  Congress  for  the  passage  and  signing  of  Goals  2000,  which  takes  the  first  step  toward 
establishing  rigorous  content  and  performance  standards  for  what  students  should  know  and  be  able  to 
do  as  a  result  of  their  schooling  The  Council  is  also  pleased  that  the  Administration's  school-to-work 
program,  reflecting  its  Training  Subcouncil  recommendations,  has  also  recently  been  passed  and  signed 
by  the  President. 

In  its  Second  Report,  the  Council  also  recommended  that  the  government  encourage  firms  to 
increase  job-related  training  through  grants,  tax  credits  or  payroll  requirements  Unfortunately,  the 
Administration  has  not  yet  put  forward  its  proposal  to  promote  greater  job-based  training  and  the  Council 
encourages  it  to  do  soon 

The  Administration's  recent  proposal  to  improve  government  programs  designed  to  assist  workers 
adjust  to  new  economic  realities  reflects  many  of  the  Council's  previous  recommendations  Under  the 
proposed  Reemployment  Act  of  1994,  individuals  would  be  eligible  for  longer-term  benefits  The 
Council  is  concerned  that,  by  improving  the  quality  of  benefits,  the  Administration's  program  may  limit 
the  number  of  workers  who  might  receive  benefits.  The  Council  urges  the  Administration  and  Congress 
to  provide  a  guaranteed  funding  source  to  insure  that  adequate  benefits  are  available  for  all  those  in  need. 


601 


Critical  Technologies 

The  Administration  has  begun  to  implement  a  ftew  technology  policy  largely  reflecting  the  Council's 
recommendations  for  shifting  emphasis  from  defense  to  civilian  R&D  and  focusing  on  projects  which 
will  promote  commercial  technologies  The  Council  urges  the  Congress  to  appropriate  funds  for 
programmatic  increases  in  the  President's  budget  request  in  FY  1995  Given  the  caps  enacted  in  the 
1993  budget  agreement,  the  President  and  Congress  will  need  to  maintain  their  commitments  to  this  new 
technology  policy  in  the  FY  1996  and  FY  1997  budgets  In  addition,  the  government  and  private  sector 
must  work  together  to  ensure  that  the  new  and  expanded  programs  work  as  intended,  and  that  they  are 
evaluated  and  modified  as  necessary 

Public  Infrastructure 

The  Council  is  encouraged  by  the  positive  attention  given  to  investment  in  transportation 
infrastructure  in  the  President's  proposed  FY  1995  budget  Recognizing  the  importance  of  public 
infrastructure  in  the  national  economy,  the  budget  requests  frill  fimding  of  highway  programs  at  the  levels 
authorized  in  the  Intermodal  Surface  Transportation  Efficiency  Act  of  1991.  The  proposed  increase  in 
Amtrak's  capital  improvement  fiinds  is  also  long  overdue 

Although  the  budget  proposals  for  FY  1995  and  beyond  reflect  a  renewed  attention  to  capital 
investment  in  infrastructure,  the  increases  are  barely  large  enough  to  make  a  dent  in  the  decades-old 
deterioration  of  infrastructure  Chief  among  these  problems  is  the  practice  of  state  and  local  officials  of 
deferring  maintenance  on  infrastructure  to  the  indefinite  fijture  The  practice  is  so  widespread  that  the 
category  of  "deferred  maintenance"  has  taken  on  the  connotation  of  an  actual  program  item  in  state  and 
local  budgets  But  deferred  maintenance  is  not  a  program,  it  is  a  liability,  and  the  public  needs  to  be 
continually  aware  of  the  deferral  of  its  responsibilities  to  maintain  its  own  economic  lifelines. 

Trade  Policy 

The  Administration,  and  in  particular  the  Commerce  Department,  has  made  significant  progress  in 
coordinating  export  policy  and  removing  disincentives  to  US  exports,  as  called  for  in  the  Council's 
Second  Report  The  Council  commends  the  Administration's  recent  decision  to  remove  the  requirement 
for  advanced  approval  for  virtually  all  civilian  telecommunications  and  computers  exports  to  China  and 
the  countries  of  the  former  Soviet  Union  Although  the  Council's  previous  recommendation  for  a  unified 
budget  function  has  not  yet  been  followed,  the  Office  of  Management  and  Budget  has  created  a  table  of 
Export-Related  Expenditures  We  are  encouraged  by  the  prospect  that  a  unified  budget  fiinction  may  be 
employed  in  FY  1996 

The  Council  urges  the  Administration  to  submit  legislation  implementing  the  recently  signed  GATT 
agreement  as  soon  as  possible  and  urges  the  Congress  to  renew  the  President's  trade  negotiating  authority 
(which  expired  on  December  15)  for  new  multilateral,  regional  and  bilateral  trade  agreements. 


The  Council's  Third  Report,  "Promoting  Long  Term  Prosperity"  is  available  from  the  Government 
Printing  Office.  Copies  of  other  reports  and  commissioned  studies  are  available  from  the  Council 
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Figure  1 
Wages  and  Employer-Paid  Health  insurance 
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Figure  2 
Federal  Non-Defense  Investment 
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is  available  at  US  Government  bookstores  in  Washington,  DC  at  710  North  Capital  Street,  NW, 
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May  1,  1994 


The  Honorable  William  J.  Clinton 
President  of  the  United  States 
The  White  House 
Washington,  DC  20500 

Dear  Mr.  President: 

The  Comperitiveness  Policy  Council  is  pleased  to  deliver  its  Third  Report  to  the 
President  and  Congress.  In  it  we  discuss  the  current  state  of  US  competitiveness  and 
make  recommendations  for  needed  policy  changes. 

In  its  first  rep)ort,  the  Council  called  for  a  comprehensive  strategy  to  address  the 
steady  erosion  in  America  s  competitiveness.  In  its  second  report,  the  Council  present- 
ed detailed  policy  recommendations  in  the  areas  of  capital  formation,  corporate  gover- 
nance and  financial  markets,  critical  technologies,  education,  manufacturing,  public 
infrastructure,  trade  pohcy  and  training.  During  the  past  year,  the  Council  has  focused 
on  key  specific  policy  issues  and  how  they  relate  to  US  competitiveness,  and  has 
worked  with  the  Administration  and  Congress  in  seeking  implementation  of  the 
Council's  previous  recommendations. 

In  addition  to  commenting  on  recent  developments  in  education,  training,  technol- 
ogy, pubhc  infrastructure  and  trade  policy,  this  year's  report  focuses  on  the  impact  of 
health  care  reform  on  the  nation's  competitiveness  and  ways  of  improving  how  the 
government  budgets  for  public  investment. 

The  Report  represents  a  consensus  of  the  Council  members  though  not  every 
member  agrees  with  every  word  in  the  text.  The  Council  members  have  been 
appointed  as  individuals  and  their  concurrence  in  this  report  does  not  necessarily 
reflect  the  position  of  the  institutions  with  which  they  are  associated. 


Phmoin;  LcNG-TtJM  PBosom 


610 


The  Honorable  William  J.  Clinton 


The  Competitiveness  Policy  Council  is  a  12 -member  federal  advisory  committee  with  repre- 
sentatives from  business,  labor,  government  (both  state  and  federal)  and  the  public.  The  group 
is  comprised  equally  of  Democrats  and  Republicans.  All  of  our  meetings  are  open  to  the  public. 
One-third  of  our  members  were  appointed  by  the  President,  one-third  by  the  Speaker  and  the 
Minority  Leader  of  the  US  House  of  Representatives  acting  joindy,  and  one-third  by  the  Major- 
ity and  Minority  Leaders  of  the  US  Senate  acting  joindy.  The  Omnibus  Trade  and  Competi- 
tiveness Act  of  1988  (PL.  100-418),  as  amended  by  the  Customs  and  Trade  Act  of  IWO  (PL. 
101-382),  created  the  Council  "to  develop  recommendations  for  national  strategies  and  on  spe- 
cific policies  intended  to  enhance  the  productivity  and  international  competitiveness  of  United 
States  industries." 

The  Council  looks  forward  to  discussing  the  findings  and  recommendations  of  this  report 
with  you  as  we  all  seek  to  build  a  more  competitive  nation. 


Sincerely, 


C.  Fred  Bergsten 
Chairman 


Enclosure 

NOTE:  Identical  letters  were  sent  to  Albert  Gore,  Jr.,  President  of  the  Senate,  and  Thomas  S. 
Foley,  Speaker  of  the  House  of  Representatives. 
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Introduction 


The  latest  news  about  the  US  economy  is  encoxirag- 
ing.  But  its  recent  strength  is  not  enough  to  reverse 
the  long  run  erosion  in  the  nation's  competitive- 
ness —  defined  as  our  standard  of  living.  There  has  been 
improvement  in  some  of  the  macroeconomic  indicators  but 
little  progress  is  evident  in  many  of  the  underlying  economic 
fundamentals  that  are  critical  to  improving  our  competitive- 
ness: saving  and  investment,  research  and  development,  and 
education  and  training.  Without  improvement  in  these  fun- 
damentals, we  are  unlikely  to  translate  the  current  pickup 
into  long-term  gains  in  our  standard  of  living. 
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On  the  other  hand,  the  current 
environment  provides  a  good 
framework  from  which  to  attack  our 
long-run  needs.  Between  1972  and 
1987,  after  taking  cyclical  factors 
into  account,  productivity  grew  by 
only  1.3  percent  per  year,  compared 
with  an  average  of  2.5  percent  dur- 
ing the  previous  twenty  years. 
Between  1987  and  1993,  productivi- 
ty growth  was  still  only  1.2  percent 
per  year.'  The  higher  numbers  in 
the  early  1990s  are  largely  due  to 
the  normal  productivity  recovery 
from  the  recession.  As  the  Council 


indicated  in  its  First  Report  in  1992, 
high  productivity  and  economic 
growth  rates  are  critical  ingredients 
for  enhancing  the  nation  s  competi- 
tiveness. In  order  to  improve  our 
standard  of  living  we  need  to  return 
to  the  productivity  growth  rates 
that  we  experienced  prior  to 
1973.  [Figure  1] 

Productivity  growth  is  a  neces- 
sary, but  not  sufficient,  condition 
for  improving  US  competitiveness. 
Higher  economic  growth  is  needed 
to  reemploy  the  human  resources 
freed  up  by  increased  productivity. 


Figure  1 

Growth  of  Real  GDP  and 
Productivity 
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In  its  Ri^  Report  to  ttie  President  and  Congi'BSS,  ttie  Council  defined 
competitiveness  as  the  "al)ilrty  to  produce  goods  and  services  that  meet  the 
test  of  international  marlcets  wtiile  our  citizens  earn  a  standard  of  living  that  Is 
both  rising  and  sustainable  over  the  long  run.'  The  Council  has  consistently 
relied  upon  this  broad  definition,  as  opposed  to  more  nanow  ones  based  on 
the  trade  deficit  or  market  shares  that  are  used  by  others.  Nations  are  not  cor- 
porations and  thus  should  not  be  judged  In  the  same  manner.  A  nation's  pri- 
mary economic  objective  is  to  provide  a  rising  standard  of  Irving  for  all  its 
citizens. 

Increasing  economic  IntegraUofl  Is  making  nattonai  economies  more 
Interdependent.  In  spite  of  this  Increased  economic  integration,  improvement 
in  our  competitiveness  need  not  come  at  the  expense  of  others.  On  the  con- 
trary, nations  can  raise  their  living  standards  sifnoitaraoos^.  just  as  occurred 
during  the  19S0S  and  1960s.  The  global  economy  setves  as  the  source  of 
future  ecorramic  growth. 

Productivity  growth  is  the  key  to  long-term  improvement  In  our  stan- 
dard of  living.  Investment  in  plant  and  equipment  l^&O  and  infrastructure,  and 
education  and  training  are  critkal  Ingredients  to  improving  productivity 
growth.  Earning  the  resources  with  whk^  to  make  these  Investments,  rather 
than  borrowing  them,  will  insure  that  the  resulting  increases  In  living  standards 
aru  sustainable  over  the  kmg  term. 
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Accordingly,  the  Council  set  a  sec- 
ond goal  of  achieving  a  lasting 
growth  rate  of  3  to  3.5  percent  for 
the  overall  economy  by  the  end  of 
the  decade.  The  US  economy  sur- 
passed this  target  in  1993,  posting  4 
percent  growtii.  In  response,  unem- 
ployment, which  has  been  too  high 
for  too  long,  fell  from  7.7  percent  in 
June  1992  to  6.4  percent  by  the  end 
of  1993.  This  pickup  in  economic 
growth  in  1993  was  highly  welcome. 

But  we  are  doubtful  that  such 
rapid  growth  can  be  maintained. 
Although  net  private  investment 
moved  up  slightly  to  4  percent  of 
gross  domestic  product  (GDP)  in 
1993,  it  is  still  well  below  its  1973 
level  of  8  percent  of  GDP  and  con- 
tinues to  be  the  lowest  of  all  the 
industrialized  nations.  Investment 
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in  plant  and  equipment,  which  has 
the  highest  payout  in  terms  of  pro- 
ductivitv,  also  remained  relatively 
flat  at  9  percent  of  GDP  in  1993, 
its  lowest  level  in  over  30  years. 
The  Council  calculates  that  na- 
tional investment  would  have  to 
increase  by  at  least  4  to  6  percent- 
age points  of  GDP,  or  about  $300 
bilHon  annually  at  current  prices, 
for  the  economy  to  achieve  our 
ambitious  productivity  target  and 
thus  maintain  economic  growth  at 
3  to  3.5  percent  per  year. 

In  order  to  finance  the  needed 
increase  in  national  investment 
without  additional  foreign  borrow- 
ing, the  national  saving  rate  would 
have  to  rise  by  5  to  7  percentage 


points  of  GDP,  restoring  national 
saving  to  the  level  that  prevailed 
prior  to  1973.  One  of  the  most 
troubling  developments  in  1993  was 
that  net  national  saving  (gross  sav- 
ing minus  federal  and  state  govern- 
ment deficits)  fell  to  1.5  percent  of 
net  national  product  (NNP),  con- 
tinuing its  downward  trend  from  1 1 
percent  of  NNP  in  1973.  [Figure  2] 

This  fall  in  net  national  saving 
occurred  in  spite  of  the  Administra- 
tion's success  in  securing  Congres- 
sional approval  of  a  five-year  budget 
reduction  package.  The  Congres- 
sional Budget  Office  (CBO)  recent- 
ly reported  that,  due  in  large  pan  to 
the  agreed  package,  the  federal  bud- 
get deficit  is  expected  to  fall  to 


Figure  2 

US  National  Saving 
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Figure  3 

Deficit  Reduction  Under  the 

Clinton  Plan 

Budget  Figures  Relied  FY  1995  Budget 
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approximately  2.5  percent  of  GDP 
by  1998,  down  from  close  to  5  per- 
cent of  GDP  in  1992.  [Figure  3] 
This  is  a  substantial  move  in  the 
right  direction  but  goes  only  half 
way  to  eliminating  the  deficit. 
Under  current  policies,  moreover, 
the  budget  deficit  is  expected  to 
begin  increasing  again  after  1999. 

Total  private  saving  fell  one  per- 
centage point  of  NNP,  caused  in 
large  part  by  a  large  drop  in  house- 
hold saving  fi'om  a  peak  of  7  percent 
of  NNP  in  1973  to  a  historic  low  of 
3  percent  of  NNP  in  1993.^  As  the 
Council  noted  last  year,  increases  in 
private  saving,  while  desirable,  are 
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Figure  4 
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extremely  difficult  to  engender;  thus 
most  of  the  improvement  in  national 
saving  will  have  to  come  from  cor- 
recting the  federal  budget  deficit 
Increases  in  public  and  private 
saving  are  critical  to  achieving  a  sus- 
tainable improvement  in  US  living 
standards.  Economic  improvements 
built  on  debt-financed  consumption 
will  not  translate  into  permanent 
gains.  Aggregate  non-financial  debt 
is  almost  twice  the  nation's  GDP, 
higher  than  any  time  since  the  Sec- 
ond World  War.  [Figure  4]  In  spite 
of  the  fact  that  the  economy  has 
been  improving,  government  and 
household  debt  has  continued  to 
grow  to  record  levels.  Business  debt 
has  returned  to  its  mid-1980s  level, 
but  remains  at  almost  60  percent  of 


GDP.  The  only  way  we  can  hope  to 
achieve  lasting  improvements  in  our 
economy  is  to  earn  our  standard 
of  living,  through  domestic  saving 
and  investment,  and  not  continue 
to  borrow,  as  we  have  been  doing 
since  1980. 

The  recent  upturn  in  the  econo- 
my camouflages  another  troubling 
development.  The  widely  cited  eco- 
nomic indicators  report  national 
averages  which  do  not  correspond 
to  individual  experience.  The 
Council  is  concerned  about  raising 
living  standards  for  all  groups  of 
Americans.  While  average  personal 
income  has  been  rising,  the  per- 
centage of  people  living  below  the 
poverty  line  has  been  increasing. 
Furthermore,  the  average  annual 


growth  of  mean  fomily  income  has 
been  falling  in  the  lowest  two  quin- 
tiles,  has  held  basically  constant  in 
the  third  quindle,  and  has  been  ris- 
ing only  in  the  top  two  quintiles. 
The  worsening  distribution  of 
income  is  not  only  a  manifestation 
of  our  competitiveness  problem  but 
also  contributes  to  many  of  the 
problems  plaguing  our  society 
today.  More  job  creation  and 
investment  in  education  and  job 
training  are  necessary  to  help 
American  workers  achieve  rising 
living  standards. 


How  is  the  United 
States  Performing 
Relative  to  Others? 

When  looking  at  US  competi- 
tiveness relative  to  our 
major  trading  partners,  the  most 
relevant  measure  of  comparison  is 
productivity  growth.  While  the 
United  States  remains  the  most  effi- 
cient economy  in  the  world,  the  gap 
between  the  United  States  and  the 
other  industriahzed  countries  is 
closing.  Productivity  growth  rates  in 
Japan  and  Germany  have  tended  to 
be  above  those  for  the  United  States 
until  recendy. 

However,  productivity  growth  in 
Germany  fell  to  almost  zero  and  in 
Japan  actually  fell  to  below  zero  in 
1992.  Japan,  correcting  for  its 
investment  bubble  in  the  1980s  and 
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having  failed  to  take  the  necessary 
expansionary  measures,  experienced 
a  decHne  of  half  a  percent  of  GDP 
in  1993.  Germany,  which  has  yet  to 
fully  adjust  to  the  challenges  of  uni- 
fication and  new  realities  in  the 
international  economy,  experienced 
a  decline  of  1 .5  percent  of  GDP  in 
1993.  In  turn,  the  US  merchandise 
trade  deficit  expanded  by  40  per- 
cent, reaching  approximately  $132 
billion  in  1993,  and  causing  the 
current  account  deficit  to  grow  to 
$109  billion.  Export  growth  fell  to 
2  percent  in  1993,  primarily  due  to 
slow  growth  in  the  industrialized 
countries,  and  imports  grew  by  8 
percent,  reflecting  the  economic 
recovery  here  in  the  United  States. 
[Figure  5)  A  steady  strengthening 
of  the  dollar  against  all  major  cur- 
Figure  5 
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rencies  except  the  yen  will  fiirther 
exacerbate  the  deterioration  of  the 
US  trade  deficit. 

The  fact  that  the  US  economy 
outperformed  Germany  and  Japan 
in  1993  has  led  some  observers  to 
suggest  that  the  United  States  has 
solved  its  competitiveness  problem. 
The  Council  does  not  share  this 
optimism  predicated  upon  a  narrow 
view  of  competitiveness.  We  should 
not  take  comfort  from  the  fact  that 
other  nations  are  performing  worse 
economically  than  the  United 
States.  Nations  can  and  should  seek 
to  raise  their  living  standards  simul- 
taneously, as  was  the  case  for  most 
of  the  period  following  World  War 
n.  Furthermore,  declines  in  Euro- 
pean or  Japanese  growth  rates  do 
not  imply  that  the  US  economy  is 
operating  more  efficiently.  The 
best  measure  of  our  nation's  ability 
to  compete  is  our  ability  to  main- 
tain rising  living  standards  here  at 
home.  Strong  growth  abroad  is 
necessary  in  order  for  US  produc- 
ers to  sell  their  products  and  hence 
boost  US  income. 

Between  1870  and  1973,  real  per 
capita  income  in  the  United  States 
grew  at  an  average  of  1 .9  percent 
per  year,  enabling  incomes  to  dou- 
ble every  thirty-two  years.  US  living 
standards  in  1973,  measured  by  real 
income,  were  ten  times  greater  than 
they  were  a  century  earlier.  At  the 
current  anemic  growth  rate  of 
3  percent  per  year  between  1973 
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and  1993,  it  will  take  another  fifty- 
six  years,  until  the  year  2050,  to 
double  current  incomes.  The  key  to 
stemming  the  erosion  of  US  com- 
petitiveness lies  with  reversing 
recent  trends  in  long-nm  economic 
ftindamentals.  Although  the  current 
economic  recovery  does  not  in  itself 
achieve  this,  it  does  provide  an 
excellent  opporttmity  to  act  deci- 
sively in  shifting  national  priorities 
toward  investing  in  human  and 
physical  capital.  It  is  precisely  dur- 
ing times  of  economic  growth  that 
we  should  begin  saving  and  invest- 
ing for  the  future. 


The  Council's  Role 

The  Competitiveness  Policy 
Council  was  established  by 
Congress  in  1988  to  address  the 


long-run  decline  in  the  nation's 
standard  of  living.  The  Council 
brings  together  representatives  of 
business,  government,  labor,  and 
the  public —  both  Democrats  and 
Republicans  —  to  analyze  the  caus- 
es of  the  erosion  in  our  competitive- 
ness and  to  make  recommendations 
to  reverse  this  trend.  In  its  First 
Report  to  the  President  and  Con- 
gress, issued  in  1992,  the  Council 
stated  that  "America's  economic 
competitiveness  ...  is  eroding  slow- 
ly but  steadily  in  spite  of  the  fact 
that  the  United  States  continues  to 
maintain  the  highest  living  stan- 
dards and  levels  of  productivity  in 
the  world."  In  its  initial  report,  the 
Council  identified  six  issues  relating 
to  improving  US  competitiveness 
deserving  of  priority  attention:  sav- 
ing and  investment,  education, 
technology,  corporate  governance 


and  financial  markets,  health  care 
costs  and  trade  policy.  In  1993,  the 
Council  presented  detailed  recom- 
mendations in  each  of  these  and 
other  areas.  Many  of  these  recom- 
mendations, especially  in  the  areas 
of  technology,  trade  policy,  educa- 
tion and  worker  training,  have 
already  been  adopted  by  the  Clin- 
ton Administration  and  enacted  by 
the  Congress.  This  year's  report 
focuses  on  the  imphcations  for 
America's  competitiveness  of  health 
care  reform,  public  investment  in 
technology,  education,  training, 
and  infrastructure  and  trade  policy. 
This  report  also  outlines  the 
Council's  recommendations  on 
investment  budgeting  and  its  cur- 
rent work  program  in  the  areas  of 
capital  allocation  and  social  issues. 
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Health  Care 
Reform  and  US 
Competitiveness 


As  a  sector  responsible  for  1 4  percent  of  GDP,  health 
care  influences  every'  aspect  of  the  US  economy. 
Accordingly,  in  its  First  Report,  the  Council  identi- 
fied health  care  reform  as  an  area  deser\'ing  priority  attention. 
Because  of  its  enormous  and  growing  impact  on  the  economy 
and  the  federal  budget,  the  Coimcil  concluded  that  the  "nation- 
al objective  should  be  the  achievement  of  world-class  health 
care  for  all  Americans  at  a  cost  to  the  economy  that  is  compa- 
rable to  other  major  industrial  countries."'  Given  the  rapidly 
shifting  nature  of  the  policy  discussion,  the  Council  decided 
to  defer  its  consideration  until  the  Administration's  reform 
plan  and  other  detailed  proposals  were  presented  for 
policy  debate. ' 
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The  Council  is  interested  in  the 
impart  of  health  care  reform  on  the 
economy  as  a  whole  as  well  as  on 
the  labor  market,  the  trade  balance, 
and  particular  industries.  Each  of 
these  is  discussed  below.' 


Health  Care  and  the 
Economy 

Health  care  costs  in  the  United 
States  are  higher  and  are  ris- 
ing more  rapidly  than  in  all  of  our 
major  trading  partners.  Unfortu- 
nately, there  is  no  evidence  that  the 
nation's  more  expensive  health  care 
system  is  buying  better  health. 
Although  there  is  no  apparent  rela- 
tionship between  health  care  expen- 
ditures and  predicted  life  expectancy 
among  the  industrialized  countries, 
the  United  States  is  a  clear  excep- 
tion with  extremely  high  health  care 
expenditures  and  lower  than  average 
predicted  life  expectancy.' 

This  leads  the  Council  to  believe 
that  health  care  costs  are  diverting 
resources  from  other  parts  of  the 
private  economy  where  they  could 
be  used  more  productively  and 
thereby  improve  the  nations  overall 
comf>etitiveness.  In  the  absence  of 
reform,  the  health  care  share  of 
GDP  is  projected  to  rise  from  its 
current  14  percent  level  to  around 
17  percent  in  2000.  None  of  the 
reform  proposals  being  discussed, 
including  the  Administration  s, 


promise  to  freeze  the  current  share 
of  GDP  devoted  to  health  care. 
They  would  only  slow  the  rate  of 
gronvth  beginning  in  2000,  resulting 
in  a  lower  health  share  of  GDP  after 
2000  than  would  occur  under  pre- 
sent law.  This  would  be  a  significant 
achievement,  but  the  Council 
believes  that  the  nation  may  want  to 
aim  to  rediue  the  share  of  GDP 
devoted  to  health  care.  In  addition, 
all  budget  estimates  on  health  care 
reform  are  subject  to  a  great  degree 
ot  uncertainty. 

Evaluating  the  impact  of  health 
care  reform  requires  a  consideration 
of  both  the  short  term  and  the  long 
term.  In  the  shon  term,  the  federal 
deficit  is  likely  to  rise  slighdy  higher 
with  reform  aimed  at  providing  uni- 
versal coverage  than  it  would  under 
the  current  system.  This  could  fur- 
ther reduce  national  saving.  In  the 
long  run  (after  2004),  the  various 
plans  being  discussed  aim  to  reduce 
the  federal  deficit  below  the  current- 
law  baseline  and  contribute  to  raising 
national  saving  and  investment.  As 
we  stated  in  our  First  and  Second 
Reports,  federal  policy  often  has  a 
built-in  bias  against  long  run  consid- 
erations. For  health  care  reform,  we 
believe  that  the  proper  target  is  get- 
ting control  of  the  system's  costs  over 
the  long  run.  Therefore,  in  compar- 
ing reform  alternatives,  the  Congress 
and  the  American  people  should  give 
more  weight  to  the  long-term  deficit 
implications  than  to  the  impact  on 


the  deficit  over  the  next  few  years. 

If  health  care  costs  were  frozen  at 
approximately  the  current  level  of 
spending,  averting  a  projected  in- 
crease to  1 6  percent  of  GDP  by 
1997,  $125  billion  (in  1997  dollars) 
could  be  redeployed  to  non-health 
purposes.  Such  a  reduction  in  pro- 
jected health  care  spending  would 
not  change  national  income  but  the 
"reform  dividend"  could  have  a  sig- 
nificant positive  effect  on  competi- 
tiveness, depending  on  the  extent  to 
which  the  freed-up  resources  were 
reallocated  to  more  productivity- 
enhancing  investment.  Companies 
could  invest  some  of  their  reform 
dividend  in  research,  while  individu- 
als could  devote  some  of  their  ensu- 
ing higher  wages  to  personal  saving. 
The  reduction  in  the  share  of 
employee  compensation  attributed 
to  health  care  could  be  matched  by 
an  increase  in  the  share  going  to 
pensions,  hjrther  increasing  national 
saving.  Lower  federal  spending  on 
health  care  could  enable  the  federal 
government  to  reduce  the  deficit, 
leading  to  a  further  improvement  in 
national  saving.  Lower  health  care 
costs  could  also  make  the  L'nited 
States  more  attractive  to  job-creat- 
ing foreign  investors.' 

In  the  absence  of  changes  in  indi- 
vidual saving,  business  investment, 
or  government  dissaving,  large 
effects  on  competitiveness  cannot 
be  anticipated.  But  the  way  in  which 
the  reform  is  carried  out  could  lead 
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to  some  effects  on  competitiveness. 
Given  the  large  size  of  the  health 
care  sector,  even  small  effects  can  be 
significant  when  amplified  across 
the  economy. 


Health  Care  and  the 
Labor  Market 

The  biggest  stake  workers  have 
in  health  care  reform  is  in 
gaining  access  to  quality  health  care. 
There  is  enormous  benefit  to  such 
health  security,  both  to  workers  and 
to  the  long-term  efficiency  and  flex- 
ibility of  the  US  economy  as  a  result 
of  the  greater  mobility  of  workers 
no  longer  dependent  on  their  cur- 
rent employers  for  health  care  ben- 
efits. The  Administration  and 
Congress  need  to  ensure  that  any 
further  health  insurance  subsidies 
provided  for  low-income  individuals 
do  not  create  new  disincentives  pre- 
venting the  poor  from  taking  jobs. 

If  the  rate  of  increase  in  total 
health  costs  is  reined  in,  workers 
will  also  benefit  as  consumers. 
Health  care  reform  may  also  permit 
unionized  workers  and  management 
to  shift  their  focus  to  other  work- 
place issues;  disputes  over  health 
care  benefits  have  been  a  leading 
cause  of  labor-management  disputes 
and  strikes. 

Most  analysts  now  agree  that  the 
burden  of  the  current  employer- 
based  health  care  system  is  borne 


primarily  by  workers  in  the  form  of 
lower  wages.  Increases  in  health 
care  costs  in  recent  years  have  eaten 
into  employee  wages  and  other  ben- 
efits.' In  fact,  rising  health  care  costs 
in  recent  years  may  help  explain 
some  of  the  decline  in  real  wages 
over  the  same  period.  Had  employ- 
er spending  on  health  care  been 
considered  as  "imputed  income," 
the  fall  in  cash  earnings  woiJd  not 
have  been  as  steep.  [Figure  6] 
In  addition  to  its  impact  on 
wages,  the  current  health  care  sys- 
tem has  contributed  to  a  two-tier 
job  market.  While  employers  are 
not  currently  required  to  provide 
health  insurance,  many  do.  To 
avoid  incurring  greater  costs, 
employers  sometimes  hire  new 
workers  as  temporaries  or  via  tem- 
porary worker  services  to  avoid 
incurring  current  and  future  health 
care  obligations.  The  increased  use 
of  temporary  workers  can  be  a 
result  of  many  factors,  such  as 
industry  restructiuing,  a  desire  for 
more  flexible  work  teams  or  the 
choice  of  individuals  who  do  not 
wish  to  work  fiill  time.  But  to  the 
extent  that  health  insurance  plays  a 
role,  the  reliance  on  temporary 
workers  is  a  negative  factor  for  the 
labor  market  as  a  whole.  In  addition 
to  working  with  little  security  and 
few  benefits,  temporary  workers 
often  do  not  receive  adequate  train- 
ing, are  not  fully  integrated  into  the 
workplace,  and  therefore  are  not 
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able  to  contribute  fully.  A  national 
workplace  distorted  by  the  health 
insurance  system  carmot  meet  high 
performance  standards. 

The  health  care  system  may  also 
exacerbate  problems  with  the  cur- 
rent welfare  system.  Under  the 
existing  system,  some  low-income 
individuals  may  face  a  perverse  dis- 
incentive, preventing  them  from 
taking  a  job  lest  they  lose  their 
Medicaid  benefits.  According  to  the 
CBO,  the  Administration's  proposal 
is  projected  to  increase  the  labor 
force  participation  of  welfare  recipi- 
ents. Such  a  "hberating"  effect 
could  assist  in  the  welfwe  reform 
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process.  On  the  other  hand,  an 
employer  mandate,  by  raising  labor 
costs  (at  least  temporarily),  could 
reduce  the  demand  for  workers. 

The  current  health  care  system 
causes  large  cost  shifting.  The  firms 
that  provide  health  care  insurance 
pay  not  only  for  their  workers,  but 
often  also  for  spouses  working  else- 
where without  health  care  insur- 
ance. In  addition,  small  companies 
that  provide  insurance  may  pay 
very  high  rates  due  to  the  absence 
of  community  rating.  Both  forms  of 
cost  shifting  may  distort  competi- 
tiveness in  favor  of  firms  that  do 
not  pay  their  share  of  health  care 
costs.  Thus,  the  current  situation  is 
unsustainable. 

Reform  of  the  magnitude  need- 
ed will  certainly  have  an  impact  on 
health  care-related  industries,  for 
example,  the  health  care  equip- 
ment and  pharmaceutical  indus- 
tries, which  are  among  the 
economy's  strongest  expon  indus- 
tries. The  Council  believes  there- 
fore that  the  competitiveness 
impact  of  systemic  reform  on  the 
health  care  industry'  must  also  be 
considered. 


Health  Care  and 
International  Trade 

The  effect  of  health  care  reform 
on  international  trade  will 
occur  mainly  through  its  impact  on 


federal  spending  and  national  sav- 
ing. If  health  care  reform  prevents 
the  budget  deficit  from  rising  in 
future  years,  that  will  boost  saving 
which  should  improve  the  balance 
of  trade.  If,  as  analysis  suggests, 
increases  in  health  care  costs  are 
borne  primarily  by  workers,  then 
US  exports  should  not  carry  a  high- 
er price  due  to  health  care  costs.' 
In  addition  to  any  overall  effect 
on  the  trade  deficit,  the  composition 
of  the  economy  and  trade  could 
change  under  reform.  The  present 
system  of  rising,  uncontrolled  health 
care  costs  falls  most  heavily  on  large 
firms,  many  of  which  are  strong 
exponers.  Industries  such  as  primary 
metals,  motor  vehicles,  aircraft, 
chemical  products  and  scientific 
equipment  spend  at  least  one  third 
more  than  the  national  average  on 
health  care  costs  per  worker." 
Reform  of  our  current  health  care 
system  could  help  ease  the  burden 
being  placed  on  these  industries. 

Most  of  the  cost  savings  resulting 
from  reform  are  concentrated  in  the 
top  twenty  expon  industries,  where 
firms  could  gain  an  average  of  $439 
per  worker.  Manufacturers  that  cur- 
rently offer  insurance  would  gain  an 
average  of  $263  per  worker,  as  many 
of  these  industries  already  provide 
health  care  coverage  both  to  their 
own  workers  and  to  their  workers' 
relatives  who  are  not  covered  by 
smaller  employers.  Manufacturing 
firms  which  do  not  currently  insure 


their  workers  will  have  to  pay  an 
additional  $1,726  per  worker.  This 
is  compared  to  the  average  net  cost 
per  worker  for  all  firms,  which  is 
estimated  to  be  $319."  It  is  not 
clear  what  effect  health  care  reform 
will  have  on  health  care-related 
export  industries  such  as  equipment 
and  pharmaceuticals  which  may 
benefit  from  the  increasing  spend- 
ing on  health  services  and  may  be 
hurt  by  utilization  controls.  Import- 
sensitive  industries  are  expected  to 
experience  a  modest  cost  saving 
under  the  Administration's  plan. 
[Figure  7] 
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Council's  Observations 

Although  the  Council  has  not 
taken  a  position  on  pending 
health  care  reform  bills,  there  are 
several  points  that  it  wants  to  make 
about  the  current  debate. 

First,  the  Council  supports  the 
availabilit)'  of  affordable  high  quali- 
ty medical  services  for  all  Ameri- 
cans. The  current  system  whereby 
some  people  cannot  obtain  coverage 
has  negative  economic,  health,  and 
social  implications.  Any  serious 
health  care  reform  must  address  the 
problem  of  cost  shifting  and  aim 
toward  a  more  equitable  distribu- 
tion of  the  costs  of  providing  health 
care  for  all  Americans. 

Second,  many  of  the  reform  pro- 
posals, including  the  Administra- 
tion's, are  projected  to  achieve  a 
lower  growth  path  of  long-run  feder- 
al health  care  spending  (despite  a 
higher  path  in  the  short  run)  than  the 
current  course.  Cost  containment 
through  efficiency  gains  and  true  cost 
reductions,  while  preserving  the  abil- 
ity of  the  industry  to  continue  inno- 
vating, is  key  to  insuring  that  reform 
does  not  come  at  the  expense  of  our 
competitiveness.  By  better  control- 
ling the  share  of  government  spend- 
ing going  to  health,  the  reform 
would  free  up  public  resources  for 
important  public  investments  and/or 
lowering  the  federal  defidt  Either  of 
these  outcomes  would  contribute  to 
improving  US  competitiveness. 


Third,  the  current  health  care 
system  is  not  a  static  entity.  Too 
many  analysts  assume  that  the  fea- 
tures that  they  like  about  the  cur- 
rent system  are  fixed  and  therefore 
find  fault  with  some  features  of  the 
Administration's  reform  model.  The 
public  should  compare  the  various 
reform  plans  not  to  the  current  sys- 
tem but  rather  to  what  the  current 
system  will  evolve  into  if  left 
urunanaged.  The  problem  of  med- 
ical overspending  and  inflation  is  a 
national  problem  requiring  a 
national  solution.  At  present, 
employers  who  do  provide  health 
insurance  have  to  spend  an  inordi- 
nate amount  of  time  trying  to 
reduce  their  costs  to  the  extent  pos- 
sible.'^ Many  employers  have  cut 
back  health  care  services  and  with- 
out reform  more  will  do  so.  The 
Council  does  not  believe  that  the 
present  system  can  cure  itself  with- 
out changes  in  the  law. 

Fourth,  the  Council  has  adopted 
no  position  on  whether  employers 
should  be  required  to  pay  a  portion 
of  wages  or  salaries  in  the  form  of 
health  care,  but  we  are  very  trou- 
bled with  the  current  system 
whereby  some  employers  provide 
health  care  and  others  do  not.  This 
leads  to  distortions  in  our  labor 
markets,  the  structure  of  our  econ- 
omy, and  our  medical  system.  Ulti- 
mately it  is  the  worker  who  pays 
for  most  of  the  health  care  system, 
through  lower  wages  and  quality  of 
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health  care  received;  thus  the 
competitiveness  concerns  over  an 
employer  mandate  may  be  exag- 
gerated." Many  of  the  large  com- 
panies involved  in  the  tradeable 
goods  sector  are  already  providing 
health  care  to  their  employees.  An 
employer  mandate  would  not  hurt 
these  companies;  indeed  it  might 
help  iron  out  some  of  the  distor- 
tions which  disadvantage  these 
companies  and  may  reduce  future 
costs  of  providing  health  care 
insurance." 

Mandating  firms  which  do  not 
currently  provide  health  care  cov- 
erage may  result  in  some  short-run 
effects  for  these  firms,  but  these 
can  be  softened  in  a  variety  of 
ways.  Thus,  the  Council  believes 
that  the  proposal  for  an  employer 


mandate  should  be  decided  on 
other  grounds  such  as  practicality, 
equity,  ease  of  administration,  and 
most  importantly,  its  contribution 
to  improving  productivity  and  US 
living  standards.  An  employer  man- 
date would  not  necessarily  hurt  our 
firms  as  they  compete  in  interna- 
tional markets. 

Fifth,  the  Council  is  concerned 
about  proposals  which  would  treat 
small  and  large  firms  differendy. 
Government  poHcies  should  avoid 
creating  incentives  for  firms  to  be 
small,  stay  small  or  become  small. 
Of  course,  the  current  system  puts 
many  small  firms  that  provide 
health  benefits  at  a  <lisadvantage 
relative  to  larger  firms  because 
the  costs  per  worker  are  dispro- 
portionately large  due  to  the 


absence  of  large  group  rates. 

Sixth,  the  Council  believes  that 
whatever  financing  system  is  cho- 
sen should  attempt  to  improve 
access  and  utilization  of  preventive 
health  care  services.  By  employing 
more  cost  effective  preventive  mea- 
sures, we  can  avoid  higher  costs  of 
treating  illnesses.  In  spite  of  this, 
childhood  immunization  rates  for 
certain  diseases  have  actually  fallen 
in  recent  years.  A  significant  part  of 
our  current  health  care  expendi- 
tures are  direcdy  affected  by  drug 
abuse,  smoking,  violence,  AIDS, 
teen-age  pregnancies,  premature 
births  and  other  life-style  and 
behavioral  issues.  Ultimately,  pre- 
ventive health  measures  can  go  a 
long  way  toward  achieving  the  dif- 
ficult goal  of  containing  costs. 


12    Promoting  LONG-TtoiPROSomY 
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Education  and 
Training 


The  US  economy  has  proven  to  be  significantly  more 
successftil  than  other  industriaHzed  countries  in  creat- 
ing jobs.  The  United  States  created  over  40  million 
jobs  over  the  past  twenty  years.  Most  of  these  new  jobs  were 
filled  by  new  entrants  into  the  labor  force,  including  women, 
immigrants  and  members  of  the  baby-boom  generation. 
This  enormous  growth  in  jobs  was  also  accompanied  by  changes 
in  the  composition  and  structure  of  employment  in  the  United 
States.  Virtually  all  of  the  new  jobs  created  over  the  last  twenty 
years  were  in  the  service  sector  (96  percent).  In  fact,  employ- 
ment in  the  service  sector  almost  doubled  from  47  million 
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in  1970  to  88  million  in  1993, 
while  manufacturing  employment 
declined  from  19.4  million  to  17.7 
million  over  the  same  period.  At 
the  same  time  that  the  economy 
was  creating  jobs  in  order  to 
absorb  these  new  entrants  into  the 
labor  market,  real  wages  for  pro- 
duction workers  actually  declined. 
Real  average  weekly  wages  for  pro- 
duction workers  were  S2  54.66  in 
1993,  24  percent  below  their  1973 
level  of$315.38  per  year." 

The  United  States  has  an  envi- 
able track  record  in  job  creation  and 
absorbing  new  entrants  into  the 
labor  force.  But  the  economy  has 
difficulty  assisting  people  move 
from  one  job  to  another.  Structural 
change,  defense  conversion,  and 

Figure  8 

Composition  of  the  Student  Body 
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trade  liberalization  have  resulted  in 
large  numbers  of  dislocated  workers 
over  the  past  two  decades.  The  high 
cost  of  moving  these  workers  into 
more  productive  and  growing  sec- 
tors in  the  economy  places  large 
burdens  on  workers  and  communi- 
ties. A  flexible  labor  market  benefits 
the  economy  as  a  whole,  but  we 
cannot  ignore  the  costs  which  may 
result  from  such  flexibility.  The 
challenge  is  to  preserve  the  bene- 
fits for  the  many  without  ignoring 
the  costs  to  the  few.  If  our  aim  is 
to  improve  living  standards,  we 
must  be  concerned  with  the  quali- 
ty, as  well  as  the  quantity,  of  jobs 
we  create.  In  addition  to  creating 
high  productivity,  high  income 
jobs,  we  must  also  make  the  proper 
investment  to  prepare  our  workers 
so  that  they  can  perform  well  in 
them. 

The  Council  made  a  series  of 
recommendations  in  its  1993 
Report  to  improve  the  competitive- 
ness of  the  US  labor  market  within 
the  context  of  a  system  of  life-long 
learning.  There  are  four  major 
aspects;  basic  education,  school-to- 
work  transition,  active  worker 
training  and  reemployment  of  dis- 
located workers.  Each  builds  upon 
the  others.  Our  ability  to  train  stu- 
dents and  workers  for  high  skilled 
jobs  depends  on  a  solid  foundation 
of  basic  education.  Devoting  addi- 
tional resources  to  worker  training 
will  only  be  efficacious  if  we 


improve  the  quality  of  our  basic 
education  system. 


Basic  Education 

President  Clinton  recendy  signed 
the  Goals  2000:  Educate  Amer- 
ica Act,  which  establishes  eight 
national  education  goals  (see  box) 
and  a  process  for  stimulating  the 
nation,  states  and  localities  to 
achieve  these  goals.  The  .'^ct  codi- 
fies a  bipartisan  National  Educa- 
tional Goals  Panel  (NEGP) 
responsible  for  building  a  national 
consensus  for  improvement  in  edu- 
cation, reporting  on  progress  made 
in  reaching  the  goats,  and  reviewing 
standards  and  assessment  criteria.  It 
also  establishes  a  National  Educa- 
tion Standards  and  Improvement 
Council  (NESIC)  responsible  for 
certifying  national  content,  student 
performance  and  opportunity-to- 
leam  standards.  All  these  standards 
are  voluntary;  states  may  adopt 
NESIC-certified  standards,  submit 
their  own  standards  for  certifica- 
tion, or  choose  not  to  submit  their 
standards  to  the  NESIC.  However, 
in  order  to  receive  some  of  the  $400 
million  in  Goals  2000  school 
improvement  fimds,  states  must 
submit  plans  to  the  Secretary  of 
Education  that  address  content  and 
student  performance  standards  and 
opportunity-to-leam  strategies 
based  on  these  standards. 
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Also  included  in  the  Act  is  the 
creation  of  a  National  Skill  Stan- 
dards Board  made  up  of  business, 
labor,  education  and  training,  gov- 
ernment and  community  represen- 
tatives. This  Board  is  charged  with 
developing  a  framework  for  a 
national  system  of  voluntary  stan- 
dards for  the  knowledge  and  skills 
needed  to  perform  successfully  in 
the  workplace. 

As  we  noted  in  our  Second 
Report,  improving  the  education 
system  must  begin  with  the  estab- 
Ushment  of  rigorous  standards  for 


what  students  should  know  and  be 
able  to  do  as  a  result  of  their 
schooling  —  standards  for  academ- 
ic content  and  student  perfor- 
mance. The  Council  therefore 
applauds  passage  of  Goals  2000  in 
accordance  with  the  recommenda- 
tion included  in  its  Second  Report. 
Expectations  must  change  from 
minimum  competency  to  high 
achievement  both  for  students  who 
go  on  to  college  and  for  those  who 
go  directly  to  work.  We  strongly 
urge  all  states  and  local  school  dis- 
tricts to  adopt  the  National  Educa- 


pphmal  Education  Goals 

Goals  2000  had  its  origins  In  a  msetiog  of  the  nation's  sov«rnorG  coovensd  iri 
Sspternber  1989.  In  .March  1990,  President  Bash  and  ttK'{)ovemon  announced 
eight  education  goals  tor  the  year  2000  and  created  an  Education  Goals  Pan«l  to 
devekK)  indicators  for  rr^easuring  progress  and  issue  an  annual  report  card  en  the 
nation's  progress  in  meeting  the  goals.  The  eight  national  education  goals  tnduded 
in  the  bill  signed  by  President  Clinton  prescribe  that  by  2000  ?3 

«     All  children  will  start  school  ready  to  learn . 

•  At  least  90  percent  of  students  wHl  finish  high  school 

•  Students  will  leave  grades  four,  eight  and  twelve  with  demoi^rated 
competence  In  English,  math,  science,  foreign  languages,  dvlcs  and 
government,  economics,  arts,  history  and  geography 

•  Teachers  will  have  access  to  programs  for  the  continu«dimpnovemert at 
Ihelrskills. 

•  The  United  States  will  be  first  in  the  iworld  io  math  and  science  achieve- 
ment, 

•  Every  adult  will  be  literate  and  posses  the  skills  to  compete  in  a 
global  economy. 

•  Evety  school  win  be  fi«e  of  drugs  and  violence. 

•  Every  school  will  promote  involvement  of  piBwits  in  theifchBdren't' 
education.  .   ^ 


tion  Goals  and  to  use  them  as  the 
basis  for  curriculum  and  assess- 
ment, textbook  and  other  materi- 
als adoption,  teacher  licensing  and 
professional  development  require- 
ments and  accountability  systems. 

We  also  strongly  urge  that 
NESIC  adopt  a  rigorous  standards- 
certification  process,  that  states 
either  adopt  those  standards  or  sub- 
mit their  own  standards  to  NESIC, 
and  that  the  qualit)'  of  this  process 
and  its  effects  on  improving  educa- 
tion be  closely  monitored. 


School-to-Work 

President  Clinton  also  recendy 
signed  the  School-to-Work 
( )pportuniries  Act,  which  reflects 
many  of  the  Council's  recommenda- 
tions in  this  area.  The  Act  provides 
S300  million  in  FY  1995  as  seed 
money  to  states  and  local  school 
systems  to  develop  school-to-work 
transition  programs.  Aimed  square- 
ly at  reclaiming  the  "forgotten  halP 
of  American  youth  who  do  not  go 
on  to  college  [Figure  8],  this  initia- 
tive includes  many  of  the  elements 
that  the  Council  recommended  as 
essential  components:  mentorship 
and  jobs  provided  by  employers; 
integration  of  academic  and  voca- 
tional learning;  provision  of  wages 
to  protect  against  exploitation  of 
student-workers;  and  provision  of 
certificates  of  occupational  skill 


PlIDMCmNCLONC-TDlMPllQSPERm'    15 


628 


mastery  upon  completion.  Partic- 
ularly gratifying  is  the  spread  of 
interest  in  this  program  on  the 
part  of  an  increasing  number  of 
states  which  are  developing  their 
own  approaches,  including 
apprenticeships,  tech-prep  educa- 
tion, cooperative  education,  and 
career  academies.  The  Council 
applauds  the  cooperative  efforts  of 
the  Departments  of  Labor  and 
Education  in  making  $100  million 
in  funds  available  this  fiscal  year 
for  the  program  and  in  working 
together  to  move  this  initiative 
forward. 


Training 

Active  worker  training  is  the  one 
area  within  labor  market  poh- 
cies  in  which  the  United  States  lags 
behind  its  trading  partners  and  there 
has  been  no  progress.  [Figure  9] 
During  the  campaign,  President 
Clinton  suggested  a  "play  or  pay" 
scheme,  which  would  have  required 
firms  to  spend  at  least  1.5  percent  of 
payroll  on  training  of  active  work- 
ers, or  else  pay  that  amount  into  a 
government  training  fund.  Concern 
from  the  business  community 
caused  the  Administration  to  back 
off  fi-om  this  proposal.  In  its  Second 
Report,  the  Council  recommended 
that  the  government  encourage 
firms  to  increase  job-related  train- 
ing through  grants,  tax  credits  or 


Figure  9 
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payroll  requirements.  The  Adminis- 
tration has  not  yet  put  forward  its 
proposal  to  promote  greater  job- 
based  training,  and  the  Council 
encourages  it  to  do  so  soon. 


Reemployment  of 
Dislocated  Workers 

The  Administration  recendy 
proposed  to  overhaul  the 
nation's  programs  for  dislocated 
workers.  TTie  proposed  Reemploy- 
ment Act  of  1994  makes  several 
iimovations  in  the  confusing  web  of 
current  labor  programs.  First  and 
foremost,  the  Administration  pro- 
poses a  single  program  for  all  work- 
ers, regardless  of  the  cause  of  their 


dislocation.  Second,  the  new  pro- 
gram would  expand  opportunities 
available  to  dislocated  workers  to 
improve  their  skills  and  find  new 
jobs.  Individuals  could  participate  in 
long-term  meaningful  training  and 
receive  income  support  for  up  to 
two  years  while  they  are  enrolled  in 
training.  The  Administration  also 
wants  to  create  a  system  of  "one- 
stop"  centers  for  providing  services 
and  improve  the  collection  and  dis- 
semination of  labor  market  infor- 
mation to  make  it  easier  for  people 
to  find  new  jobs. 

The  Coimcil  supports  the 
Administration's  efforts  to  improve 
government  programs  designed  to 
help  workers  adjust  to  the  new  eco- 
nomic realities.  The  Council  also 
has  several  concerns  in  Ught  of  the 
Administration's  proposal. 

The  Reemployment  Act  aims  to 
eventually  terminate  Trade  Adjust- 
ment Assistance  (TAA),  a  program 
dating  back  to  1962,  aimed  at  assist- 
ing those  workers  who  lose  their 
jobs  due  to  trade.  While  there  are 
strong  arguments  in  favor  of  main- 
taining a  program  tailored  for 
trade-impacted  workers,  the  major 
objection  to  rolling  this  program 
into  a  general  program  is  that  it 
would  result  in  a  net  reduction  of 
benefits  provided  for  those  workers. 

A  core  issue  in  the  debate  over 
dislocated  worker  programs  is 
whether  these  programs  should 
provide  guaranteed  benefits  (an 
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entitlement)  or  have  spending  lim- 
its. Currently,  TAA  is  an  entitle- 
ment and  general  assistance  for  all 
dislocated  workers  (under  the  Eco- 
nomic Dislocated  Worker  Adjust- 
ment Assistance  program)  has  a 
spending  cap.  The  Administration 
has  attempted  to  make  some  in- 
roads in  this  debate.  On  the  one 
hand,  the  Administration  is  con- 
cerned that  the  quality  of  benefits 
may  be  compromised  under  strict 
spending  limits.  On  the  other  hand, 
the  Administration  realizes  that 
longer  training  and  income  mainte- 
nance for  those  in  training  are  criti- 
cal to  promote  serious  adjustment. 
The  Reemployment  Act  proposes 
extended  income  support  for  those 


undertaking  training,  but  does  not 
go  far  enough  in  ensuring  adequate 
benefits  for  a// workers  in  need. 
Furthermore,  there  is  insufficient 
effort  at  designing  a  secure  hmding 
base  to  insure  the  long-term  viabili- 
ty of  the  program. 

Most  people  agree  on  the  impor- 
tance of  training  the  nation's  work- 
ers, both  while  employed  and 
between  jobs.  Yet  during  a  time  ot 
hmited  public  resources,  mere  is 
heightened  awareness  of  the  costs 
of  such  programs.  We  need  to  bet- 
ter spend  the  resources  we  current- 
ly devote  to  training  while  at  the 
same  time  expand  these  programs 
to  encourage  more  labor  market 
flexibility. 


"L 
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Critical 
Teclinologies 


In  its  Second  Report  published  last  year,  the  Council 
recommended  that  the  Administration  adopt  a  new  technol- 
ogy policy  to  improve  US  competitiveness.  The  main  fea- 
tures of  this  policy,  as  developed  by  our  Critical  Technologies 
Subcouncil,  chaired  by  Erich  Bloch,  a  former  Director  of  the 
National  Science  Foundation,  include: 

■  Moving  $4  to  $7  billion  per  year  from  defense  R&D  to 
civilian  and  dual-use  R&D.  [Figure  10] 

■  Significantly  increase  funding  for  indtistry-driven  R&D 
programs  (where  industry  shares  in  the  cost  and  sets  the 
direction  of  the  R&D). 


631 


Hguraie 

CMIIan/DMl  Um  iRdasirtal  Tactaoton  Programs 

rm 

FYK 

HnMtOnm 
FYM-fVK 

Mwancad  TedMiology 
Prograni  (NtST) 

68 

200 

451 

128 

Proiact(ARPA) 

472 

SS4 

625 

13 

MMHjficturinQ  Extension 
Program  (NISI) 

18 

30 

61 

103 

TMimology  Tnnslar 
(CRAOAs,MW(al  agencies) 

384 

551 

865 

57 

PMCMiig*  OhMtallM  alGMHai  lad  Detema  R&D 

pr«s 

FV«4 

FY9S 

Owl  Use  Counted  as  Detmse 

CMHinRW 

IMnseR&O 

41 
59 

44 
56 

44 

56 

Doal  Use  Counted  as  Civilian 
CMIian  R&O 
Defense  R&O 

43 

57 

47 
53 

46 
53 

Senna:  Mgel  01 M  UnM  SUB.  Rm  YMT  t«5 

Focusing  federal  procurement 
and  R&D  projects  in  areas 
that  would  help  drive  com- 
mercial technologies,  such  as 
in  defense  procurement  and 
initiatives  to  develop  a 
national  information  infra- 
structure or  intelligent 
vehicle/highway  system. 

Improving  the  financing  of 
the  commercialization  of 
technology. 


■  Improving  the  infrastructure 
for  manufacturing  and  technol- 
ogy commercialization,  includ- 
ing programs  to  help  small 
manufecturers  modernize. 

■  Restructuring  the  priority  set- 
ting and  management  of  feder- 
al R&D,  and  increasing  private 
sector  input  to  this  process. 

The  Administration  has  begun  to 
implement  a  new  technology  policy 
largely  reflecting  the  Council's  rec- 


ommendations. These  steps  are 
promising,  but  many  of  the  changes 
needed  to  develop  an  effective  US 
technology  policy  are  structural  in 
nature  and  cannot  be  fixed  in  a  sin- 
gle year.  For  our  technology  recom- 
mendations to  accomplish  their 
goals  several  things  must  happen 
over  the  next  several  years: 

■  Congress  must  appropriate 
funds  for  programmatic 
increases  in  the  President's 
budget  request  in  FY  1995. 

■  The  work  must  continue,  both 
in  the  Administration  and  the 
Congress,  in  the  FY  1996  and 
FY  1997  budgets.  This 
promises  to  become  increas- 
ingly difficult  under  the  caps  in 
the  budget  agreement. 

■  The  government  and  private 
sector  must  work  together  to 
ensure  that  the  new  and 
expanded  programs  work  as 
intended,  and  that  they  are  eval- 
uated and  modified  as  necessary. 

Although  the  Administration  has 
adopted  an  ambitious  new  approach 
to  managing  its  R&D  budget,  the 
nation  will  not  have  a  well-managed 
R&D  program  until  comparable, 
and  more  difficult  steps  are  taken  to 
improve  the  management  of  science 
and  technology  in  the  Congress. 

The  R&D  budget  is  highly  frag- 
mented in  Congress,  divided  among 
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nine  appropriations  subcommittees. 
The  authorizing  committee  that  has 
the  clearest  focus  on  the  R&D  bud- 
get, the  House  Committee  on  Sci- 
ence, Space,  and  Technology, 
authorizes  less  than  30  percent  of 
the  R&D  budget.  This  fragmenta- 
tion makes  it  very  difficult  to  set 
priorities,  especially  for  multi- 
agency  programs. 

In  its  recommendations  last  year, 
the  Council  noted  the  need  to  estab- 
lish a  more  streamlined  process  in 
Congress  for  making  decisions  on 
science  and  technology,  such  as 

Figure  11 

Composition  of  Federally  Funded 

R&D 


□  other 

a  Industrial  Development  ^ 

■  Energy  , 

■  Advancement  ol  Knowledge' 

■  Defense  and  Space 


1  The  US  spends  0.3  percent  ot  Its  R&D  on 
Industrial  development. 

2  Includes  only  research  lor  the  US.  The  US 
does  not  have  general  university  funds. 

*  National  Science  FoumWion,  0€CD  Kalional  Sources 


realigning  appropriations  subcom- 
mittees to  bring  more  key  technolo- 
gy programs  imder  a  smaller  number 
of  subcommittees,  or  by  establishing 
a  process  by  which  authorizing  and 
appropriating  committees  together 
can  examine  the  whole  R&D  budget 
These  recommendations  are  increas- 
ingly important. 

The  Coimcil  is  encouraged  by  the 
recent  passage  of  technology  legisla 
rion  by  the  House  and  Senate.  The 
legislation  includes  many  of  the 
Council's  recommendations.  We 
hope  that  Congress  will  aa  prompt- 
ly in  addressing  the  differences  in 
the  two  versions.  The  legislation 
would  establish  a  program  by  which 
the  federal  government  would  make 
loans  to  technology  development 
finance  corporations,  which  would 
then  invest  in  early  stage  financing 
for  new  technology  ventures. 
,'Uthough  there  is  support  for  the 
federal  government  helping  to  cor- 
rect market  failures  in  the  financing 
of  technology,  the  Critical  Tech- 
nologies Subcouncil  has  two  con- 
cerns with  the  specific  proposals. 
First,  the  Subcouncil  believes 
that  although  there  may  be  a  need 
for  increased  early  stage  financing, 
the  main  problem  is  in  later  stage 
financing  for  capital-intensive  pro- 
jects. A  variety  of  federal,  state,  and 
private  sources  currendy  provide 
funding  for  early  stage  develop- 
ment, although  more  funds  could 
be  used.  Funding  is  very  limited. 


X  he  Admini- 
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however,  for  capital-intensive  pro- 
jects. Venture  capital  funds  can 
individually  support  projects  that 
require  $3  to  4  million;  several 
funds  working  cooperatively  can 
support  ventures  of  up  to  $30  mil- 
lion. Some  technologies,  however, 
require  significantly  greater 
amounts  of  funding  to  become 
successful,  and  it  is  in  some  of 
these  technologies  (such  as  flat 
panel  displays  or  lithography  for 
semiconductor  manufacturing) 
where  US  industrial  competitive- 
ness is  the  weakest. 

Second,  venture  capital  firms,  as 
currently  structured,  may  have  dif- 
ficulty taking  advantage  of  the  loan 
provisions  in  the  House  version. 
Venture  capital  firms  can  not 
transfer  liabilities  across  invest- 
ment projects,  since  it  would 
expose  the  partners  to  a  liability 


greater  than  their  initial  invest- 
ment. This  makes  it  particularly 
difficult  for  venture  capital  firms 
to  receive  government  loans.  The 
Council  continues  to  strongly  sup- 
port prompt  final  passage  of  this 
legislation  and  hopes  that  the 
Department  of  Commerce  will 
seek  private  sector  input  as  it 
refines  this  proposal,  as  called  for 
in  the  current  legislation. 

The  federal  government's  role  in 
promoting  research  primarily 
through  the  tax  code  has  been 
recently  supplemented  by  serving  as 
a  more  active  participant  in  promot- 
ing American  leadership  in  emerg- 
ing technologies.  This  expanded 
role  raises  the  question  of  what  eli- 
gibility criteria  should  govern  par- 
ticipation by  US  and  foreign  firms 
in  federally-funded  technology  pro- 
grams. Presently,  different  federal 


R&D  programs  have  different,  and 
sometimes  ambiguous,  criteria.  In 
actuality,  it  would  be  difficult  to 
develop  a  rigid  set  of  requirements 
applicable  in  every  situation.  For 
example,  some  firms  may  perform 
their  R&D  at  home  even  though 
they  manufacture  their  products 
abroad.  It  may  be  counterproduc- 
tive to  deny  such  companies  the 
opportunity  to  participate  in  feder- 
ally-funded R&D. 

The  Council  has  asked  the  Criti- 
cal Technologies  Subcouncil  to  take 
a  careful  look  at  recent  developments 
in  this  area.  The  Subcouncil  is  study- 
ing the  various  criteria  currendy 
being  employed  and  will  recommend 
guidelines  for  developing  a  coherent 
and  flexible  set  of  criteria  aimed  at 
maximizing  the  benefit  of  federally- 
funded  technology  programs  to  the 
US  economy. 
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Public 
Infrastructure 


The  devastating  impacts  of  the  earthquake  in  Los 
Angeles  provide  another  example  of  how  dependent 
our  economy  is  on  the  nation's  infrastructure  and  how 
much  we  take  that  infrastructure  for  granted.  No  more  glaring 
example  of  transportation's  impact  on  the  economy  could  be 
imagined  than  the  collapse  of  the  nation's  busiest  highway,  the 
Santa  Monica  Freeway,  and  the  attendant  losses  related  to 
freight,  commuting,  and  commerce.  The  astonishing  rebuild- 
ing of  the  freeway  in  six  weeks  time  also  points  to  its  enormous 
role  in  the  region's  economy.  Investment  in  infrastructure, 
which  the  Council  has  strongly  recommended  in  its  earlier 
reports,  is  crucial  to  support  and  enhance  economic  value,  cre- 
ate jobs,  and  sustain  the  long-term  competitiveness  of  the 
national  economy. 


635 


The  LA  earthquake  showed  in 
the  starkest  of  terms  how  infrastruc- 
ture serves  as  an  economic  life-hne 
Unking  commimities,  states,  and  the 
nation.  In  light  of  the  central  role 
infrastructure  plays  in  productivity, 
economic  growth,  urban  renewal, 
and  job  creation,  and  in  light  of  the 
overlapping  interests  in  infrastruc- 
ture on  the  part  of  numerous  gov- 
ernment agencies,  the  creation  of  a 
White  House  committee  or  federal 
interagency  task  force  on  infrastruc- 
ture is  needed  to  coordinate  a 
national  strategy  for  infrastructure 
renewal  and  responses  to  high  pri- 
ority infrastructure  needs. 


Budget  Proposals 

The  Coimcil  is  encouraged  by 
the  positive  attention  given 
to  investment  in  transportation 
infrastructure  in  the  President's 
proposed  FY  1995  budget.  Recog- 
nizing the  importance  of  public 
infrastructure  in  the  national  econ- 
omy, the  budget  requests  full  fund- 
ing of  highway  programs  at  the 
levels  authorized  in  the  Intermodal 
Surface  Transportation  Efficiency 
Act  of  1991  aSTEA)."  The  pro- 
posed increase  in  Amtrak's  capital 
improvement  funds  is  also  long 
overdue. 

In  its  Second  Report,  the  Council 
noted  its  concern  with  the  "pork 
barrel"  approach  to  infrastructure 


embodied  in  a  series  of  Congres- 
sionally-mandated  highway  demon- 
stration projects.  These  projects  are 
singled  out  for  special  treatment  by 
federal  officials  and  lawmakers 
rather  than  competing  at  the  state 
level  for  the  limited  resources  avail- 
able. We  are  pleased  therefore  to 
see  the  Administration's  proposed 
rescission  of  funding  for  these  high- 
way demonstration  projects. 


Financing  Proposal 

Although  the  budget  proposals 
for  FY  1995  and  beyond 
reflect  a  renewed  attention  to  capi- 
tal investment  in  infrastructure,  the 
increases  are  barely  large  enough  to 
make  a  dent  in  the  decades-old 
deterioration  of  the  nation's  infra- 
structure. Chief  among  these  prob- 
lems is  the  practice  by  state  and 
local  officials  of  deferring  mainte- 
nance on  infrastructure  to  the 
indefinite  future.  The  practice  is  so 
widespread  that  the  category  of 
"deferred  maintenance"  has  taken 
on  the  connotation  of  an  actual 
program  item  in  state  and  local 
budgets.  But  deferred  maintenance 
is  not  a  program,  it  is  a  liability,  and 
the  pubhc  needs  to  be  continually 
aware  of  the  deferral  of  its  responsi- 
bihties  to  maintain  its  own  eco- 
nomic hfelines. 

To  tackle  these  problems  head- 
on,  Edward  Regan,  a  member  of  the 


Competitiveness  Policy  Council 
recently  proposed  a  large,  fiscally 
sound,  public  infrastructure  invest- 
ment program."  The  program 
includes  the  following  components: 

■  A  one-time  major  upgrading  and 
renovation  of  the  nation's 
deferred  maintenance  needs,  on 
the  order  of  $80  biUion  over  a 
two-year  period. 

■  Creation  of  taxable  state  and 
local  infrastructure  bonds  to 
finance  the  program;  such  bonds 
would  be  able  to  attract  invest- 
ments from  pension  funds  as  well 
as  other  sources. 

■  Federal  subsidies  of  the  interest 
payments  on  these  bonds  over  a 
15-year  period. 

■  Use  of  bond  covenants  that  are 
enforceable  in  the  courts  and  that 
require  preventive  maintenance 
of  the  infrastructure,  thus  locking 
in  the  benefits  of  the  program. 

There  are  several  advantages  of 
this  proposal.  First,  it  concentrates 
on  preventive  maintenance  of  exist- 
ing infrastructure,  a  continuing  pri- 
ority for  our  nation.  Second,  it 
advocates  paying  for  long-term 
infrastructure  investment  through 
appropriate  long-term  debt  instru- 
ments, rather  than  through  increases 
in  operating  funds.  Third,  this  pro- 
posal would  only  minimally  impact 
the  federal  defidt  It  would  require 
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state  and  local  governments  to  share 
in  the  costs,  and  it  would  schedule 
the  federal  share  over  the  useful  life 
of  the  projects.  The  federal  govern- 
ment would  collect  taxes  on  the 
interest  payments  on  the  taxable 
bonds,  thus  offsetting  some  of  the 
costs  of  these  interest  payments. 
Finally,  the  program  would  create 
tens  of  thousands  of  jobs,  a  highly 
beneficial  public  purpose.  The 
Council  commends  this  proposal  for 
serious  consideration  on  the  part  of 
Congress  and  the  Administration. 


National  Transportation 
System 

Congress  has  the  opportunity  to 
establish  a  strategic  basis  for  the 
nation's  highways  and  transportation 
system  as  a  whole  and  to  link  the 
transportation  system  to  the  goal  of 
improving  US  competitiveness. 
The  occasion  for  this  is  the  submittal 
by  the  Department  of  Transporta- 
tion in  December  1993  of  a  pro- 
posed National  Highway  System 
(NHS)  to  Congress  for  review  and 
adoption. "The  proposed  system  of 
1 58,000  miles  of  highways  carries 
over  70  percent  of  the  nation's  com- 
mercial traffic,  and  connects  to  hun- 
dreds of  ports,  airports,  terminals, 
and  border  crossings. 

In  announcing  the  NHS,  the 
Secretary  of  Transportation  placed 
it  within  the  context  of  the  develop- 


ment of  a  National  Transportation 
System  intended  to  fully  integrate 
passenger  travel  and  freight  move- 
ment by  air,  rail,  water,  pipeline, 
and  transit. 

Congress  has  until  September  30, 
1995  to  complete  the  adoption  of 
the  NHS.  In  the  event  that  Con- 
gress does  not  act,  the  Department 
of  Transportation  will  not  be  able  to 
distribute  FY  1996  funds  in  the 
NHS  category  and  the  NHS  con- 
cept will  disappear. 

We  urge  Congress  and  the 
Department  of  Transportation  to 
avoid  this  possibility,  and  go  further 
in  the  direction  of  strengthemng 
the  NHS.  This  would  mean  extend- 
ing to  the  NHS  the  high  safety  and 
quaUty  standards  of  the  Interstate 
system  and  enhancing  the  ability  of 
the  NHS  —  and  the  larger  National 
Transportation  System  —  to  serve 
the  nation's  strategic  competitive- 
ness interests.  One  clear  example  of 
the  strategic  directions  to  be  taken 
is  the  need  —  already  identified  by 
the  Department  of  Transportation 
—  to  address  infrastructure  prob- 
lems associated  with  the  movement 
of  international  trade.  Reaping  the 
full  benefits  ft-om  the  commercial 
opportunities  resulting  from  the 
North  American  Free  Trade  Agree- 
ment will  require  improvements  in 
waterbome  highway,  aviation  and 
rail  systems  and  their  multiple  con- 
nections in  order  to  reduce  border 
bottlenecks.  More  generally,  the 
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avestment  in 
infrastructure,  which 
the  Council  has 
strongly  recommended 
in  its  earlier  reports, 
is  crucial  to  support 
and  enhance  economic 
value,  create  jobs,  and 
sustain  die  long-term 
competitiveness  of  the 
national  economy." 
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Nationa]  Transjxirtation  System  eral  transportation  programs  after  integrating  not  only  transportation 

may  become  an  appropriate  frame-         ISTEA  expires  in  1997.  Ultimately         modes  but  also  related  communica- 
work  for  the  reauthorization  of  fed-        it  could  serve  as  a  strategic  basis  for        tions  systems. 
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Trade  Policy 


The  Council  notes  that  many  of  its  specific  recommen- 
dations on  trade  pohcy  made  in  the  Second  Report 
have  been  implemented  by  the  Administration. 
In  partictilar,  the  Council  welcomes  die  conclusion  of  the 
Uruguay  Round  trade  negotiations  of  the  General  Agreement 
on  Tariffe  and  Trade  (GATT).  Taken  as  a  whole,  the  new  trade 
agreement  and  the  institutional  reforms  in  the  GATT  will  pro- 
vide real  economic  stimulus  to  the  United  States  and  all  coun- 
tries which  trade.  The  Administration,  and  in  particular  the 
Commerce  Department,  is  doing  a  good  job  in  coordinating 
export  policy.  Although  there  were  delays  in  making  several 
key  appointments,  the  mechanisms  being  used  —  in  particular 
the  Trade  Promotion  Coordinating  Committee  —  now  seem 
to  be  working  well. 
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We  commend  the  Administra- 
tion's recent  decision  to  remove  the 
requirement  for  shipment-by-ship- 
ment advanced  approval  for  virtually 
all  civilian  telecommunications  and 
computers  exports  to  China  and  the 
countries  of  the  former  Soviet 
Union.  This  action  is  in  accordance 
with  the  Council's  recommendation 
to  remove  unilateral  export  controls. 
We  hope  that  the  Administration 
will  continue  working  to  eliminate 
all  remaining  expon  disincentives 
and  that  the  Administration  and 
Congress  will  agree  on  reform  and 
rationalization  of  the  Export  Admin- 
istration Act  soon. 

We  note  that  the  Administration 
is  seeking  higher  budget  authority 
for  many  export-related  programs 


and  we  applaud  this  shift  in  priority. 
Although  the  Administration  does 
not  envision  the  Export-Import 
Bank  program  reaching  as  high  as 
the  $20  bilhon  level  recommended 
by  the  Coimcil,  the  Administration 
estimates  that  it  will  increase  from 
$16.7  to  $17.5  billion  in  FY  1995." 
The  Council's  recommendation  for 
a  unified  budget  function  has  not 
yet  been  followed,  but  the  Office  of 
Management  and  Budget  (OMB) 
has  put  together  a  table  of  Expon- 
Related  Expenditures  (Table  3B-13 
in  the  FY  1995  Budget).  We  are 
encouraged  by  the  prospect  that  a 
unified  budget  function  may  be 
employed  in  FY  1996. 

With  regard  to  international 
trade,  the  Council  recommends  the 


foUowing:  First,  we  urge  the 
Administration  to  submit  the 
GATT  implementing  legislation  as 
soon  as  possible  now  that  the 
GATT  Agreement  has  been  signed. 

Second,  we  urge  the  Congress  to 
renew  the  President's  trade  negoti- 
ating authority  (which  expired  on 
December  1 5)  for  new  multilateral, 
regional  and  bilateral  agreements. 
The  President  should  not  be  handi- 
capped in  foreign  economic  policy 
in  a  rapidly  changing  world. 

Third,  we  again  reiterate  the 
importance  of  assuring  a  competi- 
tive exchange  rate  for  the  dollar. 
Maintenance  of  the  recent  apprecia- 
tion of  the  yen  is  an  essential  ele- 
ment in  reducing  Japan's  huge  and 
disruptive  global  surplus. 
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Improving  the 
Policy  Process 


In  our  earlier  reports,  the  Council  caUed  for  more  effective 
approaches  at  the  federal  level  to  design  and  implement  a 
national  competitiveness  strategy.  We  note  that  some 
progress  has  been  made  in  the  past  year,  but  we  believe  that  fur- 
ther steps  are  needed.  This  section  will  discuss  four  relevant 
areas  in  the  federal  budget  process:  (1)  investment  budgeting; 
(2)  budget  caps;  (3)  competitiveness  impact  statements;  and 
(4)  industry  baselines. 

Investment  Budgeting 

The  federal  budget  process  lacks  any  systematic  way  of  assessing 
the  appropriate  trade-off  between  current  consumption  and 
investment.  The  President's  budget  is  put  together  with  recommendations 
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from  each  department.  The  Con- 
gressional budget  committees 
review  the  budget  according  to 
CBO  function  categories  and  aggre- 
gate oudays  and  deficit.  The  House 
and  Senate  appropriations  commit- 
tees divide  the  budget  up  by  sub- 
committees, usually  along  agency 
lines.  Even  though  the  budget  is 
assembled  in  three  different  ways, 
none  of  these  wav^s  direcdy  analyzes 
comfKJsitional  issues  such  as  invest- 
ment versus  consumption. 

In  prior  reports,  the  Council  has 
recommended  that  the  US  govern- 
ment establish  an  investment  bud- 
get to  highlight  the  share  of  federal 
spending  going  to  public  investment 
and  to  permit  careful  consideration 
of  whether  that  share  is  adequate. 
By  an  investment  budget,  the  Coun- 
cil is  not  referring  to  a  capital  bud- 
get that  separates  physical  capital 
and  credit  flows  from  the  rest  of  the 
budget.  .\n  investment  budget  is  a 
far  simpler  reform  to  accomphsh. 


Defining  Investment 

There  is  no  simple  definition  of 
public  investment.  Generally, 
these  are  government  programs  to 
purchase  goods  and  services  which 
provide  significant  positive  e.\temal- 
ities  over  a  long  period  of  time. " 
Investments  typically  have  lengthy 
payoffs  and  produce  tangible 
results.  They  lengthen  the  produc- 


tive life  or  increase  the  productivity 
of  labor  and/or  capital. 

The  General  Accounting  Office 
(GAO)  has  suggested  that  any 
investment  budget  shoidd  probably 
exclude  most  defense  expenditures 
(but  include  defense  R&D),  most 
federal  civilian  buildings,  and  major 
equipment  for  carrying  out  federal 
functions.  OMB  has  taken  a  broader 
view  in  its  analysis  of  investment. 
There  will  never  be  complete  agree- 
ment about  the  definition  of  pubhc 
investment.  Since  our  proposal  does 
not  relax  budget  disciplines  (as  a 
capital  budget  might),  there  is  no 
need  for  full  agreement  as  long  as 
the  investment  budget  is  clear  about 
what  it  includes  and  is  consistent 
over  time. 

The  value  of  an  investment  bud- 
get lies  not  only  in  knowing  the 
[jercent  of  spending  that  goes  for 
investment,  but  also  in  looking  at 
trends  and  using  the  data  to  estab- 
lish investment  targets.  There 
would  also  be  great  benefit  in  esti- 
mating how  much  investment  is 
needed  in  future  years  so  that  the 
US  government  would  be  able  to 
consider  in  advance  whether  suffi- 
cient funding  will  be  available. 

TTie  Council  strongly  supports 
the  Clinton  Administration  in  its 
efforts  to  increase  federal  invest- 
ment but  we  urge  further  action. 
By  making  the  consideration  of 
investment  an  explicit  part  of  the 
budget  process,  the  Administration 


can  develop  a  more  coherent 
investment  plan.  By  monitoring 
public  investment  more  transpar- 
ently, the  Administration  and  Con- 
gress may  have  an  easier  time 
persuading  the  public  that  such 
investments  must  be  preserved  and, 
if  possible,  increased. 

For  many  years  the  President's 
budget  has  included  a  breakout  of 
investment  expenditures,  including 
phv'sical  and  non-physical  invest- 
ment, and  both  defense  and  non- 
defense  investment.  But  there  is  no 
evidence  that  this  presentation 
influences  decisionmaking.  It 
appears  that  it  is  put  together  by  the 
OMB  after  all  of  the  individual  bud- 
get decisions  are  made.  No  Con- 
gressional committee  uses  it  for 
policv'  making.  There  is  little  pubhc 
anention  to  these  numbers. 

Based  on  OMB  s  categorization 
of  investment  programs,  the  Coim- 
cil  has  examined  federal  investment 
levels  over  the  past  thirty  years. 
[Figure  1 2]  We  note  that  the  Clin- 
ton Administration  s  FV'  1 995  bud- 
get does  call  for  an  increase  in 
non-defense  investment  over  last 
year's  level.  But  taking  a  thirty-year 
perspective,  we  find  that  the  share 
of  non-defense  outlaw  going  to 
investment  has  steadily  decUned." 
TTie  current  level  of  investment  is 
down  substantially  from  a  genera- 
tion ago.  Federal  investment 
(including  physical  capital,  research, 
education  and  training)  is  lower 
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Figure  12 

Composition  of  Federal  Non-Defense  Investment 


30- 

2S- 

^^^ 

i  20- 

/A 

^ 

1  15- 

flH 

1 

^^^^^1 

^^nl^ 

1,.- 

8^ 

>^s^ 

SMI 

5- 

B' ' 

nipiCilCapHil 

^^^^ 

0- 

Hfe^- 

"    ;■  ■  :•  'S 

1962      19eS  1970 

Source  OflKx  ol  Managemeni  and  Buijgel 


1975  1980 

FItcal  Years 


both  as  a  share  of  non-defense  bud- 
get outlays  and  as  a  share  of  GDP.^' 
In  1965,  federal  investment  consti- 
tuted approximately  2  5  percent  of 
non-defense  oudays  and  2.5  percent 
of  GDP.  In  1995,  federal  investment 
is  projected  to  be  approximately  1 1 
percent  of  non-defense  oudays  and 
1 .9  percent  of  GDP.  The  Council 
believes  that  we  need  to  increase 
public  investment  in  these  areas,  as 
well  as  make  better  use  of  the  dol- 
lars we  are  currendy  spending. 

The  Council  has  also  worked 
with  GAO  to  analyze  the  FY  1995 
budget  based  on  GAO's  definition 
of  investment  which  looks  at  federal 
programs  that  lead  to  long-run  pro- 
ductivity improvements  in  the  pri- 


vate sector.  This  is  narrower  than 
the  above  measure  in  some  ways 
(excluding  federal  structures  for  the 
operation  of  government)  and 
broader  in  others.  Based  on  the 
GAO  definition,  we  find  that  the 
Clinton  budget  does  not  succeed  in 
increasing  investment  above  the 
1993  level.  In  1993,  such  investment 
was  1.7  percent  of  GDP,  slighdy 
higher  than  the  expected  FY 
1995  level. 


The  Council's  Proposal 

The  federal  government  needs 
to  do  a  better  job  of  tracking 


public  investment  which  is  so 
important  to  raising  long-run  pro- 
ductivity. The  budget  process  we 
envision  would  start  with  a  "soft 
target"  from  the  National  Eco- 
nomic Council  for  the  percent  of 
the  total  budget  that  should  go  for 
public  investment.  After  the  Presi- 
dent makes  his  budget  decisions, 
OMB  would  prepare  an  investment 
budget  for  the  Congress.  Specifi- 
cally, investment  would  be  subdi- 
vided by  budget  function  and  class, 
and  then  totalled."  The  total 
should  be  shown  as  a  percent  of 
total  civilian  federal  spending  and 
as  a  percent  of  GDP. 

The  Congress  might  ask  CBO  to 
develop  comparable  investment  fig- 
ures for  other  countries.  Ideally,  the 
budget  resolution  would  include  an 
explicit  statement  on  the  appropri- 
ate level  of  federal  investment. 
There  might  also  be  Congressional 
hearings  on  the  adequacy  of  the 
investment  share  and  level,  as  com- 
pared to  other  countries.  In  addi- 
tion to  budget-year  numbers,  the 
OMB  tables  should  include  projec- 
tions of  what  the  Administration 
intends  to  invest  over  a  five-year 
period.  The  budget  resolution 
should  specifically  consider  the  ade- 
quacy of  the  five-year  numbers  and 
the  hkelihood  that  such  investments 
will  fit  within  discretionary  spend- 
ing ceilings.  Overall,  the  Council 
suggests  a  soft  non-defense  invest- 
ment target  of  12  percent  of  total 
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non-defense  outlays  (or  2.1  percent 
ofGDP  in  1993).  This  would 
require  an  additional  $16  billion 
shift  into  public  investment  in  the 
FY  1995  budget,  from  $134  bilhon 
to  $1. 50  billion. 


Budget  Caps  on 
Discretionary  Spending 

In  its  Second  Report,  the  Council 
endorsed  strong  efforts  to  reduce 
the  deficit  on  the  scale  proposed 
and  later  largely  achieved  by  the 
Administration.  We  pointed  out 
that  such  deficit  reduction  was  the 
linchpin  to  a  competitiveness  strate- 
gy'. The  Council  is  pleased  that  the 
economy  is  currently  stronger  than 
many  of  us  might  have  predicted  a 
year  ago.  This  good  economic  news, 
although  tempered  by  remaining 
unemployment  and  falling  real 
wages,  provides  all  the  more  reason 
for  the  Administration  and  Con- 
gress to  stay  the  course  on  deficit 
reduction.  As  we  noted  in  our  First 
Report,  the  eventual  goal  should  be 
to  move  the  budget  into  surplus. 
The  current  recovery  is  a  good  time 
to  accommodate  structural  reforms 
and  to  think  about  the  long  term. 

The  discretionary  spending  caps 
enacted  in  1990  and  re-extended  in 
1993  have  been  a  helpful  manage- 
ment tool  to  Congress,  but  may 
now  have  outlived  their  usefulness. 
If  continued  beyond  FY  1995,  these 


Figure  13 
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caps  will  require  very  large  cuts 
from  the  budget  baseline.  [Figure 
13]  We  are  doubtful  that  the  neces- 
sary increases  in  public  investment 
can  be  made  under  the  constraint  of 
these  budget  caps. 

Reducing  the  deficit  does  not 
require  a  freeze  in  discretionary 
spending.  There  is  no  reason  why 
the  United  States  should  put  itself 
in  a  straightjacket  on  many  cate- 
gories of  government  spending, 
including  defense.  Thus,  while  the 
Council  strongly  reaffirms  the  need 
to  continue  lowering  the  federal 
deficit,  we  believe  that  considera- 
tion should  be  given  to  amending 


the  Budget  Enforcement  Act  to  per- 
mit entitlement  cuts  or  revenue 
increases  to  be  used  to  pay  for 
increases  in  federal  investment  as 
recommended  above.  The  budget 
process  should  be  focusing  on  the 
amount  of  deficit-spending,  not  on 
whether  such  spending  is  discre- 
tionary or  mandatory.  It  might  be 
noted  that  the  Congress  has  tried 
caps  on  the  deficit  (Gramm-Rud- 
man)  which  did  not  work  and  it  is 
now  using  caps  on  discretionary 
spending  which  do  work  but  have 
negative  side  effects.  /Vn  intermedi- 
ate solution  —  not  yet  tried  — 
would  be  to  allow  derogations  from 
the  discretionar)'  cap  if  done  in  a 
deficit  neutral  manner.  .More  atten- 
tion should  be  given  to  making  cuts 
in  entitlements  and  tax  expenditures 
for  affluent  Americans. 


Competitiveness  Impact 
Statements 

Under  the  Omnibus  Trade  and 
Competitiveness  Act  of  1988 
(2  U.S.C.  194b),  the  President  and 
heads  of  agencies  are  required  to 
prepare  a  "Competitiveness  Impact 
Statement"  (CIS)  on  all  legislative 
proposals  which  may  affect  the  abil- 
ity of  American  firms  to  compete  in 
international  commerce.  The  state- 
ment is  supposed  to  be  submitted 
to  the  Congress  along  with  the 
legislative  proposal. 
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Unfortunately,  neither  the 
Reagan,  Bush,  nor  Clinton  Admin- 
istration has  carried  out  this  law.  In 
both  its  First  and  Second  Reports, 
the  Council  pointed  out  the  Execu- 
tive Branch's  continuing  responsi- 
bilities under  this  law.  As  far  as  the 
Council  is  aware,  no  specific  CIS 
reports  have  been  filed  by  the  Clin- 
ton Administration. 

The  Council  endorses  the  con- 
cept of  a  competitiveness  impact 
statement.  All  too  often  the  federal 
government  enacts  legislation  or 
adopts  new  poUcies  that  impair  US 
competitiveness  (e.g.  export  con- 
trols for  foreign  poUcy  reasons).  In 
some  cases,  the  loss  of  competitive- 
ness may  be  a  trade-off  for  some 
other  social  good.  But  in  many 
cases,  the  impact  on  competitive- 
ness is  an  unintended  side  effect. 
The  Council  believes  that  by  incor- 
porating the  potential  competitive- 
ness effects  into  the  lawmaking  and 
regulatory  process,  policymakers 
might  be  sensitized  to  the  impact 
of  their  decisions  on  our  standard 
of  living. 

Given  the  poUtical  difficulties  of 
effecting  any  major  policy  reform 
(e.g.  health  care),  the  President 
should  arm  himself  with  the  best 
possible  arguments.  For  many  pro- 
posals, the  competitiveness  linkage 
is  key  and  may  help  the  Administra- 
tion achieve  reform. 


The  Council  recognizes  that 
what  may  look  like  useful  analysis 
may  be  seen  by  busy  policy  officials 
as  unnecessary  paperwork.  The 
Council  sees  no  reason  to  prepare  a 
CIS  on  every  proposal.  But  for 
those  10  or  20  initiatives  each  year 
that  may  have  a  significant  effect  on 
competitiveness,  we  believe  that 
such  an  analysis  is  warranted. 

When  the  Congress  legislated 
this  requirement  in  1988,  a  six-year 
simset  was  established.  Thus,  the 
CIS  law  will  expire  in  August  1994 
without  ever  being  tested.  This 
analytical  experiment  has  proved 
disappointing. 

The  Coimcil  recommends  that 
the  Congress  enact  a  new  CIS 
requirement,  but  with  two  changes 
from  the  current  law.  First,  the 
responsibility  should  be  assigned 
elsewhere  than  the  agency  origi- 
nating the  proposal  —  such  as  an 
independent  agency  like  the  US 
International  Trade  Commission 
(ITC),  or  perhaps  the  Congres- 
sional Budget  Office."  Second,  the 
CIS  requirement  should  be 
narrowed  to  just  those  new 
proposals  by  the  Administration 
with  a  significant  impact  on  com- 
petitiveness. Some  preliminary 
analysis  would  be  needed  to 
determine  when  a  proposal's  effects 
cross  a  threshold  of  significance. 


X  he  federal 
government  needs  to  do 
a  better  job  of  tracking 
public  investment  which 
is  so  important  to 
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Industry  Baselines 

In  i«  First  Report,  the  Council 
urged  that  the  President  desig- 
nate a  lead  agency  on  competitive- 
ness issues  and  assign  it  the  task  of 
raising  the  nation's  awareness  of 
the  problem.  The  Clinton  Admin- 
istration has  designed  a  new  policy 
coordination  structure  including 
the  National  Economic  Council 
and  the  National  Science  and 
Technology  Council.  While  these 
institutions  are  far  more  proactive 
than  previous  White  House  insti- 
tutions, the  Council  thinks  more 
can  be  done  to  focus  on  competi- 
tiveness both  in  decisionmaking 


and  in  educating  the  public  about 
the  need  for  economic  change. 

One  of  the  Councils  specific 
recommendations  was  that  a 
federal  agency  begin  assessing  the 
likely  course  of  key  .\merican 
industries.  This  would  pro\-ide  a 
baseline  against  which  to  judge 
specific  competitiveness  problems 
in  the  future. 

Last  year,  the  Coimcil  reported 
that  the  ITC  was  planning  to  cre- 
ate an  Office  of  Competitiveness  to 
undertake  such  analyses.  The  ITC 
has  since  decided  to  postpone  cre- 
ating the  office,  but  has  begun 
performing  baseline  studies  of  a 
limited  number  of  industries.  The 


Department  of  Commerce  is  just 
beginning  an  effort  of  developing 
industry  benchmarks.  It  is  still  too 
early  to  know  how  extensive  this 
effort  will  be.  The  Council  urges 
the  President  and  Congress  to  give 
renewed  consideration  to  the 
importance  of  industry  baselines 
and  who  should  prepare  them. 
Given  their  e.xisting  capabilities,  we 
continue  to  believe  that  the  Con- 
gress should  provide  a  mandate  and 
adequate  funding  to  the  ITC  or  the 
Department  of  Commerce  for  this 
purpose.  The  ITC  might  be  given 
the  task  of  performing  both  these 
baseline  studies  and  the  competi- 
tiveness impact  statements. 
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Social  Issues 


Last  year,  the  Council  identified  social  issues  as  a  com- 
petitiveness concern  and  began  to  lay  out  an  agenda 
for  further  consideration.^''  At  the  request  of  the 
Council,  James  Renier,  former  CEO  of  Honeywell,  prepared  a 
prehminary  paper  directing  the  Council's  attention  toward  the 
critical  issues  of  children's  readiness  to  learn  and  preparedness 
for  school,  as  well  as  the  social  mandates  borne  by  schools. 

What  is  the  relationship  between  social  issues  and  com- 
petitiveness? A  competitive  economy  must  be  defined  more 
broadly  than  by  its  balance  of  trade.  Competitiveness  requires 
a  rising  and  sustainable  standard  of  living,  primarily  but  not 
exclusively  defined  in  economic  terms.  Moreover,  this 
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standard  of  living  or  quality  of  life 
must  extend  to  all  groups  of  Ameri- 
cans, not  merely  the  pri\'ileged  few 
or  the  broad  middle  class. 

No  one  who  picks  up  a  news- 
paper or  turns  on  a  television  in 
modern  day  America  can  fail  to 
notice  that  a  substantial  segment 
of  society  is  not  sharing  in  the  cur- 
rent recovery  from  the  recession. 
The  poor  are  falling  increasingly 
behind.  Indeed,  povertj'  and  its 
insidious  effects  go  beyond  the 
boundaries  of  disadvantaged  com- 
munities to  weaken  the  fabric  of 
societ)'  in  ways  our  society  is  only 
beginning  to  understand.  Certainly 
the  competitive  potential  of  the 
economy  as  a  whole  is  diminished 
by  our  inability  to  tap  the  full 
potential  of  all  members  of  society. 

The  social  issues  confronting  the 
nation  —  crime  and  violence, 
povert}',  unemploNTnent,  substance 
abuse,  inadequate  education,  infant 
mortality-,  family  breakdown,  home- 
lessness,  etc.  —  are  intensified  in 
the  inner  cores  of  the  narion  s 
largest  cities,  once  the  source  of  sig- 
nificant industrial  activity.  Here  the 
legac)'  of  racial  discrimination  has 
combined  with  disappearing  eco- 
nomic opportunities  in  a  devastating 
cycle  of  povert)'  and  violence.  But 
similar  problems  are  foiuid  in  other 
parts  of  the  counny,  including  a 
great  many  rural  areas  that  have 
been  left  behind  in  the  race  for  eco- 
nomic progress. 


Most  disturbing  —  and  perhaps 
serving  as  a  much-needed  wakeup 
call  —  is  the  realization  that  has 
slowly  dawned  on  the  nation  over 
the  last  five  years;  the  neglect  of 
social  issues  is  scarring  the  next  gen- 
eration of  .Americans.  As  a  society 
we  are  throwing  away  the  future 
productive  capacities  of  a  growing 
portion  of  our  people. 

More  children  are  living  in  pover- 
ty in  the  1990s  than  in  the  last  rwen- 
t)' years.  [Figure  14]  Twent)-  percent 
of  all  .American  children  are  living  in 
poverty;  among  minorities,  poveny 
rates  are  even  higher:  38  percent  of 
Hispanic  children,  and  44  percent  of 
African-American  children.^' 


Figure  14 

Poverty  Rates  for  Young  and  Old 


The  Carnegie  Foundation  for  the 
Advancement  of  Teaching  has 
found  that  one  third  of  children 
entering  kindergarten  are  not 
equipped  mentally  or  physically  to 
start  the  learning  process.^'  .More 
recently,  the  Carnegie  Task  Force 
on  Meeting  the  Needs  of  Young 
Children  issued  a  warning  that  the 
youngest  children  of  America  — 
those  under  age  three  —  are  living 
in  a  "quiet  crisis."  The  Task  Force 
noted  that  "a  staggering  number 
are  affected  by  one  or  more  risk 
factors  that  undermine  healthy 
development."^'  The  gap  between 
children  from  different  social  back- 
grounds is  substantial  at  a  young 
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age,  and  grows  steadily  larger  as 
children  get  older 

Moreover,  research  is  showing 
that  the  effects  of  poverty,  poor 
learning  and  academic  perfor- 
mance, and  unstable  family  life  are 
long-lasting,  affecting  an  individu- 
al's prospects  for  job  and  marital 
stability  well  into  adulthood." 
Those,  for  example,  who  drop  out 
of  high  school  are  plagued  by  the 
consequences  of  this  act  over  their 
entire  careers.  White  and  black 
males  age  25  to  34  who  do  not  fin- 
ish high  school  earn  on  average  27 
percent  less  than  those  who  do  fin- 
ish school.  For  white  and  black 
females,  the  disadvantage  is  even 
larger  —  39  to  42  percent  less  than 
high  school  graduates.^' 

On  a  variety  of  indicators,  Amer- 
ican families  and  children  are  &ring 
poorly  compared  to  other  industri- 
alized nations.  [Figure  1 5]  Some 
researchers  attribute  more  than  half 
the  increase  in  child  poverty  over 
the  last  decade  in  the  United  States 
to  changes  in  US  family  structure." 
One  in  four  children  today  lives  in  a 
single-parent  family,  a  9  percent 
increase  just  since  1985."  Children 
in  one-parent  families  are  up  to  ten 
times  more  likely  to  experience 
poverty  in  childhood  for  seven  years 
or  more  compared  to  children  in 
two-parent  families,  and  two  or 
three  times  as  likely  to  have  emo- 
tional and  behavioral  problems." 

Children  grow  up  to  be  the 


nation's  workers.  The  hnk  between 
the  social  problems  affecting  our 
youth  today  and  our  future  compet- 
itiveness is  easy  enough  to  draw. 
Social  problems  weaken  American 
competitiveness,  both  now  and  in 
the  fjture,  in  both  obvious  and  sub- 
de  ways. 

Reducing  the  size  of  the  work- 
force. Intractable  social  problems 
rob  the  nation  of  the  productive 
capacities  of  a  sizable  percentage  of 
the  population.  This  may  include 
criminals,  addicts,  the  homeless, 
single  parents,  and  others,  who  have 
dropped  out  of,  or  never  joined,  the 
labor  force.  These  people  represent 
resources  lost  to  the  economy. 
Those  without  a  high  school  diplo- 
ma are  being  steadily  edged  out  of 
the  workforce.  Although  the  high 
school  dropout  rate  has  improved 
slightly  in  the  last  two  decades, 
labor  force  participation  rates 
among  25  to  34  year  old  males  with 
less  than  12  years  of  school  dropped 
9  percentage  points  between  1971 
and  1991." 

Young  people  in  disadvantaged 
communities  do  not  want  to  be  per- 
manently sidelined  fi'om  the  work- 
force, but  they  are  particularly 
sensitive  to  the  state  of  the  local 
labor  market.  A  study  of  out-of- 
school  young  men  in  a  number  of 
urban  areas  in  the  1980s  concluded 
that  local  labor  market  shortages 
gready  improved  the  employment 
opportunities  of  disadvantaged 
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young  men,  particularly  black 
youths,  substantially  reducing  their 
unemployment  rate  and  increasing 
their  hourly  earnings." 

Conversely,  a  lack  of  work  during 
crucial  periods  in  a  person's  career 
de\elopment  can  lead  to  permanent 
disadvantage,  as  youths  lose  ground 
to  peers  who  are  better  trained  and 
bener  integrated  into  the  work- 
force. A  steady  prevalence  of  unem- 
plo\Tnent  can  lead  some  to  give  up 
on  finding  work  and  permanendy 
exclude  them  from  the  labor  force. 
Persistent  pockets  of  severe  unem- 
ployment, reaching  levels  of  37  to 
40  percent  among  black  male  and 
female  16  to  19  year  olds,"  can  dis- 
courage job-seeking  and  deny 
youths  the  entry-level  experience 
and  skill  development  needed  to 
build  successfid  work  paths.  Some  5 
percent  of  youths  age  16-19  (9  per- 
cent of  black  youths,  8  percent  of 
Hispanics)  report  no  productive 
role  in  society:  they  are  not  in 
school,  in  the  labor  force,  or  in  the 
militar}-,  and  they  do  not  describe 
themselves  as  homemakers." 

Reducing  the  skill  level  of  the 
workforce.  Poverty  and  other  prob- 
lems interfere  with  the  ability  to 
leam,  producing  workers  who  are 
poorly  equipped  for  the  workplace. 
Numerous  studies  have  found  a 
strong  correlation  between  mea- 
sures of  academic  achievement  in 
mathematics,  reading,  science,  and 
problem  solving,  and  subsequent 


productivity  on  the  job."  Yet  at  age 
17,  fewer  than  half  of  American  stu- 
dents have  the  skills  and  basic 
knowledge  required  for  college  or 
many  entry-level  jobs."  Govern- 
ment and  business  bear  the  costs  of 
remedial  education  and  training,  the 
need  for  which  continues  to  esca- 
late. Other  social  problems  also 
affect  performance  on  the  job  — 
ranging  from  substance  abuse  to 
poor  health  status  to  a  lack  of  sup- 
pon  for  family  emergencies. 

High  cost  of  crime.  Violent  crime 
has  risen  steadily  in  the  last  decade, 
and  the  costs  to  society  has  been 
escalating  as  well.  A  recent  tally  of 
the  costs  associated  with  crime  — 
including  the  costs  of  the  criminal 
justice  s\'Stem,  public  police  and 
securit)'  systems,  private  security 
systems,  damage  to  lu'ban 
economies,  medical  care,  property 
losses,  and  lost  work  years  and 
reduced  productivity  associated  with 
crime  —  amounted  to  a  total  annual 
drain  on  the  US  economy  of  over 
$400  billion."  And  yet  even  this 
staggering  sum  cannot  make  the 
victims  of  crime  whole,  as  anyone 
who  has  experienced  the  ravages  of 
crime  will  attest. 

Drain  on  government  expenji- 
tttres.  In  addition  to  public  security 
and  criminal  justice  expenditures,  a 
growing  portion  of  federal,  state, 
and  local  government  budgets  is 
devoted  to  amehorating  social  prob- 
lems, including  public  assistance, 


health  care,  and  social  services.  With 
this  tj-pe  of  spending  we  are  running 
as  fast  as  we  can  just  to  stay  in  place. 
In  a  time  of  limited  pubhc  resources, 
this  spending  hampers  our  ability  to 
invest  in  people  and  the  economy, 
which  would  improve  productivity 
and  contribute  to  a  broad-based  rise 
in  living  standards.  Preventing  prob- 
lems from  occurring  rather  than 
spending  money  in  a  futile  attempt 
to  prevent  them  from  getting  worse 
is  a  cheaper  and  ultimately  more 
effective  solution. 


The  Clinton 
Administration  Agenda 

The  Clinton  Administration 
has  identified  social  problems 
as  a  priority  for  its  domestic  agen- 
da. We  commend  the  Administra- 
tion and  Congress  for  taking  some 
first  steps  in  this  direction;  the 
expansion  in  the  earned  income  tax 
credit  (EITC)  is  particularly  note- 
worthy. The  EITC  will  help  reward 
people  for  working,  at  least  to  the 
extent  of  keeping  working  families 
out  of  poverty.  Another  promising 
effort  is  the  Administration's  com- 
munity development  initiative, 
combining  tax  benefits,  social  ser- 
vice grants,  and  improved  program 
coordination  in  nine  "empower- 
ment zones"  and  95  "enterprise 
commtmities."  Even  more  signifi- 
cant will  be  action  in  the  areas  of 
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crime  and  welfare  reform,  two  stat- 
ed priorities  of  the  Administration 
this  year. 

Some  analysts  point  to  the  expe- 
rience of  certain  European  coun- 
tries and  argue  that  building  a 
too-generous  safety  net  detracts 
from  the  beneficiaries'  incentives  to 
take  jobs  and  society's  ability  to  cre- 
ate jobs.  Others  point  to  the  con- 
structive elements  of  these 
programs  in  upgrading  workers' 
skills  and  sharing  the  benefits  of 
economic  growth.  One  of  the  useftil 
elements  of  the  airrent  debate  on 
welfare  reform  is  the  attention 
being  paid  to  the  unintended  conse- 
quences and  incentives  created  by 
the  welfare  system  on  its  recipients' 
levels  of  dependency,  work  and 
lifestyle  choices. 

Nevertheless,  there  are  numerous 
areas  where  government  expendi- 
tures, as  well  as  the  active  involve- 
ment of  the  private  sector,  can  make 
a  difference.  Studies  are  showing 
that  increased  expenditures  on 
policing,  particularly  community 
policing,  could  make  a  major  dent 
in  violent  crime.  Expenditures  on 
rehabilitation  may  be  the  only  way 
to  effectively  turn  around  drug 
abuse.  Preventive  spending  in 
health  care,  community  develop- 
ment, and  youth  and  family  services 
is  still  sorely  underutilized.  Elarly 
intervention  programs  such  as  Head 
Start  can  be  highly  cost-effective, 
but  only  when  they  are  done  well. 


Programs  that  seem  to  work  tend  to 
be  those  that  feature  adequately 
funded  and  trained  staff,  that  inter- 
vene deeply  and  at  the  appropriate 
time,  and  that  have  continuity. 

Social  problems  can  rarely  be 
solved  in  isolation.  We  have  too 
many  fragmented  programs  and 
benefits,  aimed  at  correcting  one 
particular  problem,  such  as  drug 
abuse,  in  isolation  from  other  inter- 
ventions. The  notion  of  "one-stop 
shopping"  being  put  forward  in 
training  and  other  programs  should 
be  applied  more  broadly  as  well. 
Whenever  feasible  a  common  aim 
for  many  of  our  social  problems 
should  be  to  get  people  back  into 
the  labor  force  as  productive  partic- 
ipants in  the  economy.  Emphasizing 
society's  interest  in  a  productive 
workforce  —  and  a  competitive 
nation  —  is  neither  heartless  nor 
imprudent.  In  the  long  run,  it  will 
serve  individuals,  their  communi- 
ties, and  the  nation  well. 

In  some  cases  —  such  as  the 
nation's  elementary  schools  —  we 
are  heading  toward  more  integra- 
tion of  services,  but  without  ade- 
quate funding  of  the  mandates. 
Schook  are  now  called  on  to  pro- 
vide social  services  ranging  from 
"health  programs,  day  care,  drug 
education,  parental  education, 
counseling  for  teenage  parents  and 
dropouts,  AIDS  instruction,  suicide 
prevention  and  services  for  children 
from  birth  through  age  three."*"  Yet 


■strong  economy 

wealthy  society 
support  each  other. 
The  strength  of  one 

the  strength  of 

Ker.  And 
i,ijiiijtietitive  power 
deoends  on  both." 

-James  Renier 
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our  schools  are  not  given  the 
resources  to  deal  with  these  man- 
dates, while  their  primary  mission 
of  education  is  crowded  out  by 
other  demands. 

The  current  debate  over  social 
problems  has  developed  into  the 
usual  stand-off  between  liberals 
calling  for  more  money  to  be 
spent  and  conservatives  calling  for 
cultural  changes  that  will  restore 
traditional  values  to  disadvantaged 
communities.  The  Council  sees 
both  sides  as  offering  an  impor- 
tant piece  of  the  whole:  more 
money  must  be  invested  and  more 
responsibility  must  be  nurtured 
and  shared  across  our  communi- 


ties. Past  experience  with  educa- 
tional programs  and  welfare 
reform  should  provide  us  with  at 
least  a  few  lessons  learned  well. 
Whatever  the  approach  taken  and 
however  much  money  is  autho- 
rized in  Washington,  a  lack  of 
actual  funding  and  indifferent 
implementation  at  every  level  can 
render  any  initiative  dead  on 
arrival.  Effective  implementation 
of  programs  is  the  only  way  to 
restore  the  belief  that  our  social 
problems  can  be  tackled  successfiilly. 

James  Renier  has  pointed  out, 
"A  strong  economy  and  a  healthy 
society  support  each  other.  The 
strength  of  one  builds  the 


strength  of  the  other.  And  com- 
petitive power  depends  on 
both."*' America  cannot  realize  its 
full  economic  potential  if  we 
abandon  our  disadvantaged  popu- 
lations. Finding  the  will  and  the 
means  to  weave  the  social  fabric 
into  a  tighter,  more  inclusive 
bond  is  one  of  the  most  important 
tasks  we  can  undertake.  The 
Council  sees  its  own  contribution 
in  this  area  over  the  next  year  as 
focusing  on  issues  related  to  child 
readiness  to  learn,  the  effective- 
ness of  pre-school  and  supple- 
mentary school  programs,  and 
youth  dropout,  unemployment, 
and  labor  force  participation 
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Capital 
Allocation 


In  its  Second  Report,  the  Council  noted  that  the  United  States 
has  the  lowest  investment  rate  among  major  industrial  coun- 
tries, half  that  of  most  and  one  third  that  of  Japan.  Most  of 
the  increase  in  national  investment  necessary  to  meet  the  Coun- 
cil's goal  of  raising  living  standards  will  have  to  come  from  the 
private  sector. 

Last  year  the  Council  reported  that  "there  is  a  need  to  develop 
a  whole  new  approach  to  defining  the  value  of  a  corporation  and 
to  measuring  long-term  corporate  performance."  As  part  of  this 
effort,  the  Council  asked  Robert  Denham,  Chairman  of  Salomon, 
Inc.,  and  Professor  Michael  Porter,  of  the  Harvard  Business 
School,  to  co-chair  a  Subcouncil  on  Capital  Allocation. 
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Over  the  past  few  years,  a  series 
of  reports  have  been  written  provid- 
ing a  rich  analysis  of  the  strengths 
and  weaknesses  of  our  flnancial  sys- 
tem. Their  most  prominent  com- 
mon theme  is  that  the  economy 
could  significantly  benefit  from  the 
development  of  more  patient  rela- 
tionships between  investors  and  the 
companies  in  their  portfolios.  In 
particular,  the  climate  for  long-term 
capital  investment  may  be  enhanced 
when  stockholders  hold  significant 
stakes  for  longer  periods  and  play  a 
more  active  role  in  monitoring 
company  performance. 

Such  "relationship  investing" 
increases  the  incentive  for  investors 
to  acquire  a  better  understanding  of 
the  company's  strategic  direction 
and  the  effectiveness  of  its  board  of 
directors.  It  also  increases  the 
incentive  for  management  to  be 
accountable  to  owners  in  order  to 
maintain  their  confidence  in  the 
company's  strategic  vision.  Better 
investor  understanding  of  long- 
term  company  strategy  and 
enhanced  management  accountabil- 
ity to  financial  markets  hold  the 
promise  of  improving  both  the 
magnitude  and  efficiency  of  domes- 
tic private  invesanent. 

There  has  been  significant  evi- 
dence of  progress  in  this  direction 
during  the  past  two  years.  In  Octo- 
ber 1992,  the  Securities  and 
Exchange  Commission  adopted  new 
regulations  which  considerably 


reduced  restrictions  on  communica- 
tion among  shareholders.  This  lim- 
ited deregulation  has  improved  the 
effectiveness  of  shareholder  efforts 
to  monitor  boards  of  directors  and 
the  performance  of  companies. 
During  1992  and  1993,  boards  of 
directors  of  a  number  of  large, 
poorly  performing  companies 
removed  their  chief  executives. 
These  high  profile  dismissals  appear 
to  have  stimulated  the  boards  of 
many  other  companies  to  play  a 
more  active  and  independent  role  in 
overseeing  management. 

While  these  are  positive  develop- 
ments, the  test  of  long-term  rela- 
tionship investing  is  not  simply  its 
capacity  to  respond  to  a  crisis  of 
failing  managers  and  boards.  More 
important  is  its  capacity  to  preempt 
such  crises  through  an  ongoing 
process  of  oversight.  This  process 
must  foster  not  only  a  culture  of 
accountability,  but  also  a  climate  in 
which  managers  routinely  make  the 
long-term  investments  necessary  for 
their  companies  to  compete  effec- 
rivelv  in  world  markets. 

Research  suggests  that  US  com- 
panies have  not  been  adequately 
investing  for  the  long-term.  Net 
private  investment  as  a  share  of 
GDP  has  declined  considerably 
since  the  1960s  and  1970s  and  is 
well  below  the  level  of  many  of  our 
industrialized  country  competitors. 
And  while  these  aggregate  statistics 
reflect  primarily  the  macroeconom- 


ic  climate  —  including  private  sav- 
ing rates,  fiscal  deficits,  inflation 
and  interest  rates  —  studies  have 
also  produced  worrisome  evidence 
concerning  the  composition  of  pri- 
vate investment: 

■  R&D  spending  as  a  share  of 
GE¥  declined  considerably 
ft-om  1986  to  1992. 

■  The  hurdle  rates  American 
firms  use  to  assess  investment 
projects  are  higher  in  relation 
to  the  cost  of  capital  than 
anticipated  by  financial  theory. 

■  Surveys  of  American  and  for- 
eign CEOs  reveal  that  both 
perceive  the  investment  time 
horizons  in  US  companies  to 
be  shoner  than  those  of  their 
major  competitors. 

■  American  companies  appear  to 
invest  at  lower  rates  than  their 
foreign  counterparts  in  intan- 
gible assets  such  as  workforce 
training,  new  market  develop- 
ment and  supplier  relation- 
ships. 

The  Capital  Allocation  Subcoun- 
cil  is  developing  policy  recommen- 
dations to  improve  the  contribution 
of  private  investment  to  the  nation's 
rate  of  productivity  growth  and  the 
creation  of  good  jobs.  The  Sub- 
council  is  building  on  previous 
research  by  seeking  to  identify 
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whether  there  are  specific  changes 
in  federal  laws  or  regulations  which 
might  remove  impediments  to,  or 
otherwise  promote,  long-term  rela- 
tionship investing.  The  Subcouncil 
includes  representatives  of  the 
financial  and  corporate  communi- 
ties, relevant  federal  agencies,  labor 
and  the  public  interest,  including  a 
range  of  recognized  non-govern- 
mental experts  in  securities  law,  tax- 
ation, accounting  and  economics 
[see  hst  of  members  on  page  49]. 
The  Subcouncil  is  focusing  on 
the  following  seven  areas: 


Creating  incentives  for  long- 
term  equity  holdings  and  sig- 
nificandy  reducing  the  debt 
bias  of  the  tax  code; 


Encouraging  closer  monitor- 
ing of  boards  of  directors  and 
management  by  shareholders; 

Encouraging  larger  holdings 
in  individual  companies  by 
shareholders; 

Improving  information  avail- 
able for  assessing  long-term 
shareholder  value; 

Encouraging  long-term 
employee  and  management 
ownership; 

Reducing  unnecessary  costs  of 
shareholder  litigation  which 
inhibit  corporate  disclosure; 
and 

Improving  small  business 
access  to  debt  and  equity 
finance. 


"A 
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Conclusion 


As  the  Council  noted  in  its  First  Report,  the  nation's 
economic  pohcies  suffer  from  "short-termism."  We 
allow  economic  and  social  problems  to  fester  imtil 
they  become  unbearable,  and  then  we  are  unwilling  to  make  the 
necessary  sacrifices  to  solve  them.  Too  often  the  federal  govern- 
ment begins  the  process  of  reform  (welfare  reform,  energy  poli- 
cy, national  health  care  insurance  are  but  a  few  examples),  but 
then  refrains  from  making  real  change.  The  Clinton  Adminis- 
tration is  to  be  commended  for  its  willingness  to  address  some 
of  the  nation's  problems  in  all  of  their  complexity. 

The  economic  recovery  of  1993  has  already  led  some 
observers  to  say  that  America  has  solved  its  competitiveness 
problem.  The  Council  respectfvilly  disagrees;  there  is 
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little  e\-idence  to  suggest  that  the 
current  economic  pickup  \nll  lead 
to  substantial  long-run  improve- 
ment in  our  standard  of  li\-ing. 
Nevertheless,  the  current  recover)- 
does  pro\-ide  an  opportunity-  to  seri- 
ously evaluate  our  priorities, 
increase  national  saving,  and  invest 
more  in  plant  and  equipment, 
R&D,  infrastructure,  education  and 


training.    This  may  require  changes 
in  federal  budget  rules. 

The  changes  that  we  are  recom- 
mending will  take  many  years  to 
implement.  .As  the  European  Com- 
mission noted  in  its  recent  White 
Paper,  "the  most  serious  challenge 
facing  polic\'  makers  will  be  to 
maintain  the  awareness  of  the  need 
to  implement  appropriate  macro- 


economic  and  structural  policies 
even  when  the  recession  is  over."-*^ 
This,  too,  is  the  challenge  facing 
our  poliqTnakers  in  .America.  The 
Council  hopes  that  in  offering 
these  views  to  the  President,  the 
Congress  and  the  .American  people, 
it  will  raise  awareness  of  the  chal- 
lenges confronting  the  nation  and 
ways  to  address  them. 
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1.  Robert  J.  Gordon,  "Wishfiil 
Thinking,"  Forecast,  Januar)'/Feb- 
ruary  1994.  Professor  Gordon  esd- 
mates  that  the  cyclically  adjusted 
productivity  growth  for  1993  was 
approximately  1.3  percent. 

2.  In  its  Second  Report,  the  Council 
noted  that  "increases  in  private  sav- 
ing are  highly  desirable  but  difBcult 
to  achieve."  The  Council  continues 
to  believe  that  we  are  not  doing 
enough  to  encourage  individuals  to 
save  more.  A  national  campaign, 
led  by  the  President,  could  con- 
tribute to  achieving  this  goal. 

3.  Building  A  Competitive  America, 
Competitiveness  Policy  Council, 
March  1992,  p.  25. 

4.  The  reform  proposals  differ  on  sev- 
eral points.  One  is  whether  there 
should  be  a  mandate  for  insurance 
for  everyone  or  whether  the  gov- 
ernment should  try  to  reduce  barri- 
ers to  obtaining  coverage.  Another 
is  whether  employers  should  be 
required  to  make  insurance  avail- 
able and,  if  so,  what  percentage 
they  should  pay.  A  third  considera- 
tion is  how  much  assistance  should 
be  given  to  small  employers  or 
lower  income  individuals.  A  fourth 
is  the  extent  to  which  health  uti- 
lization should  be  governed  by 
standards  or  left  to  the  discretion  of 
patients  and  doctors. 

5.  This  section  draws  primarily  from 
two  pieces  of  research  commis- 
sioned by  the  Council:  Henry 
Aaron  and  Barry  Bosworth, 
"Health  Care  Financing  and  Inter- 
national Competitiveness,"  Febru- 
ary 10,  1994,  and  Lewin-VHI,  Inc., 


"The  Impact  of  the  Health  Secu- 
rity .\ct  on  Firms  Competing  in 
International  .Markets,"  January 
12,  1994. 

6.  There  are  numerous  problems 
using  life  expectancy  as  a  proxy 
for  health.  Life  expectancy  cov- 
ers all  causes  of  death.  This  is 
particularly  important  in  the  case 
of  the  United  States,  since  it  has 
the  highest  death  rate  due  to 
crime  among  all  the  industrial- 
ized countries.  Every  health 
indicator  has  its  own  limitation, 
which  hampers  this  type  of 
analysis.  The  broader  point  still 
remains  that  the  United  States 
spends  significantly  more  on 
health  care  than  the  other  indus- 
trialized countries  and  Ameri- 
cans do  not  appear  to  be 
proportionally  healthier. 

7.  If  health  care  reform  does  not 
result  in  higher  individual  saving, 
higher  business  investments,  and 
lower  federal  deficits,  and  the 
"reform  dividend"  is  redeployed 
to  other  types  of  consumption, 
the  reform  will  not  have  any  sig- 
nificant impact  on  the  nation's 
competitiveness. 

8.  Aaron  and  Bosworth  suggest  that  at 
least  80  f>ercent  of  the  increase  in 
health  care  costs  is  shifted  back  to 
workers.  The  Council  realizes  that 
this  may  nor  always  be  the  case.  If 
health  costs  are  not  predicted  well, 
employers  may  have  to  temporarily 
absorb  some  of  the  costs  them- 
selves. In  industries  that  are  strong- 
ly unioruzed,  additional  health  care 
costs  may  result  in  lower  profits  or 
higher  prices.  Still,  the  most  likely 


result  of  rising  health  insurance 
costs  is  lower  wages. 

9.  Ifone  views  the  employer  as  the 
payer,  there  will  be  a  first  round 
reduction  in  competitiveness,  but 
as  the  dollar  falls,  exports  would 
rebound. 

10.  See  Aaron  and  Bosworth,  Table  7. 
Based  on  fiill-time  equivalents. 

1 1 .  Lewm-Vm  Inc.,  Table  7. 

12.  Eighty-two  percent  of  all  large 
companies  are  self-insiu-ed. 

1 3.  A  corollary  to  this  point  is  that  if 
health  care  spending  is  controlled, 
workers  may  expect  those  savings 
to  be  translated  into  higher  wages. 

14.  Of  course,  to  the  extent  that  health 
care  costs  are  not  fully  absorbed  by 
employees,  they  will  be  passed  to 
stockholders  and  consumers, 
through  lost  sales,  higher  prices  or 
lower  profit  margins. 

15.  Annualized  data  for  production  and 
nonsupervisory  workers  in  private 
nonagricultural  industries.  These 
BLS  data  may  in  feet  over-estimate 
the  decline  in  real  wages.  First,  the 
real  wage  series  does  not  include  all 
workers.  Second,  experts  such  as 
Barry  Bosworth  have  suggested  that 
the  deflator  used  overstates  the 
decline.  Third,  Frank  Levy  has 
argued  that  real  wage  data  track  dif- 
ferent people  over  time  and  there- 
fore average  femily  income  data  are 
preferred.  Although  average  family 
incomes  have  been  rising,  it  should 
be  noted  that  more  families  are  now 
dependent  on  two  wage  earners. 
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16.  In  the  President's  budget  request 
for  F\'  1995,  core  formula  pro- 
grams of  ISTBIA  will  be  fully  fund- 
ed with  a  highway  obligation 
ceiling  of  $20  billion  and  transit 
formula  grants  at  $2.9  billion. 

1 7.  Edward  V,  Regan,  "Investment, 
Jobs,  and  Economic  Growth,"  The 
Jerome  Levy  Economics  Institute, 
Oaober  1993. 

1 8.  Like  its  predecessor,  the  Interstate 
Highway  System  built  in  the  1950s 
and  1960s,  the  purpose  of  the 
National  Highway  System  as  envi- 
sioned in  ISTEA  is  to  help  meet 
national  defense  requirements  and 
serve  interstate  and  interregional 
travel. 

19.  TTius,  income  maintenance  to  a 
needy  person,  however  worthy, 
is  not  an  investment,  as  it  does 
not  increase  the  capiul  stock  per 
person. 

20.  These  figures  include  three  cate- 
gories of  public  investment  —  edu- 
cation and  training,  research  and 
development,  and  pubhc  infrastruc- 
ture. OjMB  reports  several  addi- 
tional categories  (e.g.  commodi- 
ties), which  are  excluded  from  this 
analysis.  L'sing  the  broader  mea- 
sure yields  a  similar  conclusion. 
The  Council  also  examined  invest- 
ment as  a  percent  of  non-defense 
outlays  excluding  interest  pay- 
ments, and  found  a  similar  result. 

2 1 .  When  state  government  spending 
on  education,  training  and  high- 
ways is  added,  the  decline  is  less 
dramatic,  from  approximately  10 
percent  of  GDP  in  1975  to  approx- 
imately 8.5  percent  of  GDP  in 
1991. 


22.  The  functions  might  include:  edu- 
cation and  training,  transportation, 
environment  and  health.  The  class- 
es might  include:  equipment,  struc- 
tures, pavTnents  to  individuals  and 
grants  to  states. 

23.  The  current  law  is  already  manda- 
tory, so  it  cannot  be  even  more  so. 
One  alternative  would  be  to  main- 
tain the  responsibility  with  the 
Executive  Branch  but  to  remove 
the  pronsion  barring  judicial 
enforcement  of  the  CIS  require- 
ment. But  the  Council  does  not 
want  to  promote  such  litigation. 

24.  At  the  time  of  this  report,  the 
Coimcil  had  just  begun  its  work  on 
this  topic.  The  following  section 
was  drafted  by  the  Council's  staff, 
and  will  serve  as  a  basis  for  further 
work  by  the  Council. 

25.  Kids  Count  Data  Book,  Center  for 
the  Study  of  Social  PoYicy.  Wash- 
ington, D.C.  1993. 

26.  Jvst  the  Facts,  A  Summary  of  Recent 
Information  m  America's  Children 
and  Their  Families,  National  Com- 
mission on  Children,  Washington, 
D.C.  1993. 

27.  Starting  Points:  Meettnf(  the  Needs  of 
Our  Youngest  Children,  Carnegie 
Corporation  of  New  York,  .\pril 
1994,p.  xiii. 

28.  Barbara  Dafoe  Whitehead,  "Dan 
Quavle  was  Right,"  The  Atlantic, 
April  1993. 

29.  L'S  Department  of  Education, 
National  Center  for  Education  Sta- 
tistics. The  Condition  of  Education 
1992,  Washington  D.C.  1992. 

30.  Just  the  Facts,  p.  7. 


31.  Kids  Count  Data  Book.  p.  14. 

32.  Whitehead,  p.  47. 

33.  The  Condition  of  Education  1992, 
Table  30-1. 

34.  Richard  B.  Freeman,  "Employment 
and  Earnings  of  Disadvantaged 
Young  Men  in  a  Labor  Shortage 
Economy,"  in  The  Urban  Under- 
class, Christopher  Jencks  and  Paul 
E.  Peterson,  eds.  Brookings,  Wash- 
ington, D.C.  1991. 

3  5 .  Bureau  of  Labor  Statistics  Civilian 
Unemployment  Rate,  Table  B-41. 

36.  Kjds  Count  Data  Book, 

37.  John  H.  Bishop,  "Why  the  Apathy 
in  American  High  Schools?"  Educa- 
tional Researcher,  }an-Veb  1989. 

38.  Just  the  Facts,  p.  95. 

39.  "The  Economics  of  Crime,"  ]?!«/- 
ness  Week,  December  13,  1993. 

40.  James  Renier,  "Education  and 
Competitive  Strength,"  paper  pre- 
pared for  the  Competitiveness  Pol- 
icy Council,  1993. 

41.  Renier,  1993. 

42.  European  Community',  "Growth, 
Competitiveness  and  Employ- 
ment," White  Paper,  1993. 
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The  Competitiveness  Policy  Councii's  Mandate 


The  Competitiveness  Policy 
Council  was  created  by  the 
Omnibus  Trade  and  Competitive- 
ness Act  of  1988.  It  is  charged 
with  making  recommendations  to 
the  President  and  Congress  on 
how  to  improve  the  nation's  com- 
petitiveness. The  Council's  objec- 
tives, as  stated  in  Public  Law 
100-418  (Section  5204),  are  to: 

(1)  develop  recommendations  for 
national  strategies  and  on  specific 
pohcies  intended  to  enhance  the  pro- 
ductivity and  international  competi- 
tiveness of  United  States  industries; 

(2)  provide  comments,  when  appro- 
priate, and  through  any  existing 
comment  procedure,  on— 

(A)  private  sector  requests  for 
governmental  assistance  or 
relief,  specifically  as  to  whether 
the  applicant  is  likely,  by  receiv- 
ing the  assistance  or  relief,  to 
become  internationally  competi- 
tive; and 

(B)  what  actions  should  be  taken  by 
the  applicant  as  a  condition  of  such 
assistance  or  relief  to  ensure  that 
the  applicant  is  likely  to  become 
intemadonally  competitive; 

(3)  analyze  information  concerning 
current  and  future  United  States 
economic  competitiveness  useful  to 


decision  making  in  government  and 
industry; 

(4)  create  a  forum  where  national 
leaders  with  experience  and  back- 
ground in  business,  labor,  academia, 
public  interest  activities,  and  gov- 
ernment shall  identify  and  develop 
recommendations  to  address  prob- 
lems affecting  the  economic  com- 
petitiveness of  the  United  States; 

(5)  evaluate  Federal  policies,  regu- 
lations, and  unclassified  interna- 
tional agreements  on  trade,  science, 
and  technology  to  which  the  Unit- 
ed States  is  a  party  with  respect  to 
the  impact  on  United  States  com- 
petitiveness; 

(6)  provide  policy  recommendations 
to  the  Congress,  the  President,  and 
the  Federal  departments  and  agen- 
cies regarding  specific  issues  con- 
cerning competitiveness  strategies; 

(7)  monitor  the  changing  nature  of 
research,  science,  and  technology  in 
the  Uruted  States  and  the  changing 
nature  of  the  Untied  States  econo- 
my and  its  capacity — 

(A)  to  provide  marketable,  high 
quality  goods  and  services  in  domes- 
tic and  international  markets;  and 

(B)  to  respond  to  international 
competition; 


(8)  identify — 

(A)  Federal  and  private  sector 
resources  devoted  to  increased 
competitiveness;  and 

(B)  State  and  local  government 
programs  devised  to  enhance 
competitiveness,  including  joint 
venttires  between  universities  and 
corporations; 

(9)  establish,  when  appropriate,  sub- 
councils  of  public  and  private  leaders 
to  develop  recommendations  on 
long-term  strategies  for  sectors  of 
the  economy  and  for  specific  com- 
petitiveness issues; 

(10)  review  policy  recommendations 
developed  by  the  subcoimcils  and 
transmit  such  recommendations  to 
the  Federal  agencies  responsible  for 
the  implementation  of  such  recom- 
mendations; 

(1 1)  prepare,  publish,  and  distribute 
reports  containing  the  recommenda- 
tions of  the  Council;  and 

(12)  publish  their  analysis  and  rec- 
ommendations in  the  form  of  an 
aimual  report  to  the  President  and 
the  Congress  which  also  comments 
on  the  overall  competitiveness  of  the 
American  economy. 
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Council  Reports  and  Commissioned  Studies 


Building  a  Competitive  America,  First  Annual  Report  to  the  President  and 
Congress,  March  1,  1992 

A  Competitiveness  Strategy  far  America,  Second  Report  to  the  President  and 
Congress,  March  1993 

Enhancing  American  Competitiveness:  A  Progress  Report  to  the  President  and 
Congress,  October  1993 

Reports  of  the  Subcouncils,  March  1993 

A  Trade  Policy  for  a  More  Competitive  America,  Report  of  the  Trade  Policy 
Subcouncil  to  the  Competitiveness  Policy  Council,  March  1993 

Building  High-Perfarmance  Workplaces,  Report  of  the  Training  Subcouncil 
to  the  Competitiveness  Policy  Council,  March  1995 

Building  a  Standards-Based  School  System,  Report  of  the  Education  Sub- 
council  to  the  Competitiveness  Policy  Council,  March  1993 

Forging  the  Future:  Policy  for  American  Manufacturing,  Report  of  the  Manu- 
facturing Subcouncil  to  the  Competitiveness  Policy  Council,  March  1993 

Investing  in  our  Future,  Report  of  the  Public  Infrastructure  Subcouncil  to 
the  Competitiveness  Policy  Council,  March  1993 

Technology  Policy  for  a  Competitive  America,  Report  of  the  Critical  Technolo- 
gies Subcouncil  to  the  Competitiveness  Polic)'  Council,  March  1993 

Health  Care  Reform  and  US  Competitiveness,  Working  Papers  Commis- 
sioned by  the  Competitiveness  Policy  Council,  May  1994 

Implementing  a  New  Technology  Policy,  Report  of  the  Critical  Technologies 
Subcouncil  to  the  Competitiveness  Policy  Council,  May  1994 


These  publications  can  be  obtained  from: 

Competitiveness  Policy  Cou$uil 
1 726  M  Street,  NW,  Suite  iOO 

Washington,  D.C.  20036 

Telephone  202-6i2-li07 

FacsimiU  202-632-13  SO 
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Mr.  Chairman,  I  would  like  to  thank  the  ranking 
member,  Mrs.  Meyers,  for  calling  this  hearing  this 
morning  so  that  we  can  finally  discuss  the 
devastating  impacts  that  the  Clinton-Gephardt  health 
care  bill  will  have  on  small  businesses. 

I  can  honestly  tell  the  committee  this  morning  that  I 
have  not  run  into  one  small  business  owner  in  my 
district  who  has  encouraged  me  to  endorse  Clinton 
type  health  care  reforms.    The  underlying  fear  of  my 
small  business  owners  is  that  the  employer  mandate 
will  force  employers  to  reduce  the  number  of 
employees  they  currently  employ.    This  job-tax  will 
provide  a  disincentive  to  hire  new  workers  and  will 
likely  result  in  lower  hourly  wages  for  the  left-over 
workers. 

To  President  Clinton  and  others  who  continue  to  push 
for  a  government  dictated  health  care  program,  the 
message  from  the  American  people  could  not  be  more 
clear-they  are  scared  sick  of  the  Clinton  plan.    The 
more  people  find  out  about  the  plan,  the  less  they  like 
it.    This  is  further  emphasized  by  the  attempt  to  fool 
the  people  into  believing  the  new  approach  is  "not 
the  Clinton  bill."    The  people  are  not  being  fooled. 
They  are  opposed  to  it,  Congress  is  opposed  to  it  and 
I  am  opposed  to  it. 
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Mr.  Chairman,  I  want  to  vote  for  a  health  care  bill 
that  helps  fix  what  is  wrong  with  the  current  health 
care  system.    I  won't  vote  for  a  bill  that  has  more 
taxes,  more  government  and  more  bureaucracy. 


won't  vote  for  Clinton-Gephardt. 
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Opening  Statement  of  Congressman  Joel  Hefley 

Before  the  House  Committee  on  Small  Business 

August  4, 1 994 


Mr.  Chairman,  for  me,  the  past  two  years  have  been  a  long  exercise  in  disbelief.  I've  been 
told  we  can  reduce  crime  by  taking  guns  away  from  law  abiding  citizens,  cut  the  deficit  by 
increasing  spending,  and  reform  welfare  by  encouraging  more  people  into  the  system. 

But  when  the  Small  Business  Administrator  confessed  that,  yes,  employer  mandates  and 
wage  taxes  are  good  for  small  business,  I'd  reached  my  limit. 

I  think  we'll  discover  today  that  I  am  not  alone.  I'm  confident  the  testimony  today  will  dem- 
onstrate that  America's  small  business  men  and  women  aren't  buying  the  Administration 
line,  because  they  face  thsJaonom  line  every  day. 

They  know  what  the  mandates  and  taxes  required  by  the  Clinton/Gephardt  bill  mean  to 
their  ability  to  survive  and  grow.  They  know  how  many  Americans  will  lose  their  jobs  if  this 
bill  becomes  law,  or  never  get  hired  in  the  first  place. 

So  today,  in  the  name  of  accuracy,  I'm  going  to  suggest  some  more  believable  arguments 
for  the  Administration.  For  instance,  they  could  say  "Sorry,  I  can't  go  out  and  save  every 
under-capitalized  entrepreneur  in  America."  Hillary  Clinton  used  that  one  to  great  effect,  it 
didn't  endear  her  to  America's  small  business  community,  but  I  believed  she  meant  what 
she  said. 

Better  yet,  they  could  announce  that  they  were  going  to  "pass  health  care  reform  whether 
the  American  people  want  it  or  not."  Senator  Rockefeller  threw  that  gem  out  one  day,  and 
while  it  conflicts  with  the  concept  of  our  representative  democracy,  it  certainly  sounds  like 
something  a  billionaire's  son  would  say. 

Unfortunately,  this  honesty  is  short-lived.  Both  Hillary  Clinton  and  Jay  Rockefeller  have 
run  away  from  the  above  remarks,  returning  instead  to  the  mantra  that  govenment-run 
health  care  will  cost  less,  provide  more,  and  improve  the  economy.  They  throw  us  a  lifeline 
of  credibility,  then  they  snatch  it  away. 

That's  why  I'm  looking  fonward  to  some  honest  testimony  today. 

Before  us  today  are  several  groups  that-  in  an  increasingly  rare  twist  for  the  Small  Busi- 
ness Committee-  actually  represent  small  businesses.  We  have  our  Ranking  Member  to 
tahnk  for  that.  These  groups  existed  before  the  health  care  debate,  will  be  around  long 
after  it  is  over,  and  they  represent  thousands  of  living  small  business  men  and  women  who 
work  hard  and  are  aware  of  their  memberships.  Other  groups  before  us  don't  fit  that  de- 
scription. 

But  never  mind,  I'll  listen  to  everyone  anyway.  After  two  years  of  the  Clinton  Administra- 
tion, my  capacity  for  disbelief  can  take  it. 
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Statement  by  Congressman  Michael  Huffington 

Hearing  on  Health  Care  Reform  and  Small  Business 

House  Small  Business  Committee 

August  4,  1994 

Mr.  Chairman,  I  want  to  thank  you  for  holding  this  hearing  on  health  care 
reform.    This  hearing  comes  at  a  pivotal  point  in  the  health  care  debate.    As  we 
speak,  deals  are  being  cut  and  adjustments  are  being  made  in  order  to  bring  health 
care  reform  legislation  to  the  floor.    Unfortunately,  the  most  injurious  aspect  remains 
intact,  the  employer  mandate. 

From  the  many  hearings  this  committee  has  held  on  health  care  reform  and 
from  the  many  conversations  I  have  had  with  small  business  owners,  it  is  obvious  an 
employer  mandate  will  be  destructive  to  business  as  well  as  workers.    In  fact  by  the 
Administration's  own  estimates,  700,000  jobs  could  be  lost. 

We  must  stay  away  from  government  mandates,  price  controls,  and  tax 
increases.    That  road  will  only  lead  us  to  lost  jobs,  the  rationing  of  care,  and  a 
restriction  on  the  choice  of  doctors.    As  many  States  have  shown,  the  best  way  to 
reform  our  health  care  system  is  through  incremental  reforms.    My  home  State  of 
California  is  an  example. 

In  California,  per  capita  health  care  expenditures  are  the  second  lowest  in  the 
nation.    And,  over  the  last  year,  the  2,500  small  businesses  enrolled  in  the 
California's  voluntary  purchasing  pool  (Health  Insurance  Plan  of  California)  have 
seen  their  premiums  drop  by  6.3  percent.    That  is  true  savings,  but  not  at  the  expense 
of  small  businesses  or  the  California  worker. 

Mr.  Chairman,  again  I  thank  you  for  holding  this  hearing. 


670 

CONGRESSMAN  SAM  JOHNSON 

COMMITTEE  ON  SMALL  BUSINESS 

AUGUST  4,  1994 

THANK  YOU  MR.  CHAIRMAN. 

I  WOULD  LIKE  TO  WELCOME  THE  WITNESSES  HERE  TODAY. 
I  AM  INTERESTED  IN  THE  PANEL'S  DISCUSSION  OF  THE 
EFFECTS  OF  MANDATED  HEALTH  INSURANCE  ON  SMALL 
BUSINESSES. 

THE  SMALL  BUSINESS  OWNERS  IN  MY  DISTRICT  HAVE 
REPEATEDLY  TOLD  ME  THAT  EMPLOYER  MANDATES,  LIKE 
THOSE  CONTAINED  IN  THE  GEPHARDT/CLINTON  BILL  WILL 
RESULT  IN  LOWER  WAGES,  FEWER  JOBS  AND  MANY 
BUSINESSES  HAVING  TO  CLOSE  THEIR  DOORS. 

\, 
UNDER  THE  GEPHARDT/CLINTON  BILL  SMALL  BUSINESSES 
PROVIDING  HEALTH  INSURANCE  MIGHT  HAVE  TO  CHANGE 
INSURANCE  PLANS  TO  COMPLY  WITH  THE  STANDARD 
BENEFITS  PACKAGE.  THE  GOVERNMENT  SHOULD  NOT  BE 
DICTATING  WHAT  A  MINIMUM  BENEFITS  PACKAGE  SHOULD 
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INCLUDE. 

I  HAVE  TALKED  TO  EMPLOYERS  WHO  HAVE  TAILORED  PLANS 
TO  MEET  THEIR  EMPLOYEES  SPECIFIC  NEEDS.  A  PLAN 
CONSTRUCTED  BY  GOVERNMENT  BUREAUCRATS  CANNOT  BE 
INDIVIDUALLY  TAILORED  AND  WILL  RESULT  IN  EMPLOYERS 
PAYING  FOR  SERVICES  THEIR  EMPLOYEES  DO  NOT  WANT  OR 
NEED.  TO  PAY  FOR  THE  GOVERNMENT  PLAN  EMPLOYERS 
WILL  BE  FORCED  TO  CUT  WAGES. 

SMALL  BUSINESSES  SHOULD  NOT  BE  EXPECTED  TO  SHOULDER 
THE  RESPONSIBILITY  OF  PROVIDING  NATIONAL  HEALTH 
CARE.  ALTHOUGH  THERE  HAS  BEEN  MUCH  TALK  OF 
SUBSIDIES  FOR  SMALL  BUSINESSES,  THESE  SUBSIDIES  WILL 
SERVE  TO  DISCOURAGE  BUSINESSES  FROM  GROWTH  AND 
EXPANSION.  THE  INCENTIVE  IS  TO  RECEIVE  GOVERNMENT 
SUBSIDIES  AND  NOT  TO  HIRE  NEW  EMPLOYEES. 
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SMALL  BUSINESSES  ARE  THE  BACKBONE  OF  OUR  ECONOMY. 
THEY  DO  NOT  NEED  MORE  REGULATIONS,  MANDATES  AND 
GOVERNMENT  SUBSIDIES.  THEY  SHOULD  BE  GIVEN  THE 
INCENTIVES  TO  EXPAND  AND  BUILD  RATHER  THAN  BE 
FORCED  TO  BECOME  STAGNANT  BECAUSE  OF  GOVERNMENT 
MANDATES. 
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Statement  of 

REP.  JOHN  J.  LaFALCE,  CHAIRMAN 

COMMITTEE  ON  SMALL  BUSINESS 
U.S.  HOUSE  OF  REPRESENTATIVES 

Hearing  On 
HEALTH  CARE  REFORM  AND  SMALL  BUSINESS 

August  4,  1994 

This  morning's  hearing  continues  the  Small  Business  Committee's  inquiry  into  issues 
of  concern  to  small  business  in  health  care  reform.  This  is  the  sixth  hearing  the  Committee 
has  conducted  during  this  Congress  on  issues  relating  to  reform  of  our  nation's  health  care 
system. 

In  prior  hearings  the  Committee  has  solicited  the  views  and  recommendations  of 
Clinton  Administration  and  small  business  organization  witnesses  regarding  appropriate 
objectives  and  approaches  for  reforming  our  health  care  system.  We  have  analyzed  the 
record  of  health  care  cooperatives  or  alliances  in  assisting  small  business  in  obtaining 
affordable  health  insurance  coverage  for  their  employees.  We  have  studied  the  record  of 
employer  health  care  mandates  in  the  only  broad  context  that  it  now  exists  in  this  country, 
Hawaii's  state  health  system.  And  we  have  reviewed  studies  estimating  the  impact  on 
business,  both  in  terms  of  domestic  costs  and  foreign  competitiveness,  of  providing  health 
care  coverage  under  a  federal  mandate. 

What  we  have  heard  repeatedly  in  these  hearings  is  that  small  businesses  are 
increasingly  overwhelmed  by  the  costs  of  providing  health  care  for  their  workers  and  that 
these  cost  are  considerably  higher  than  those  paid  by  larger  businesses. 

A  number  of  these  cost  figures  bear  repeating.  Health  insurance  premium  costs  have 
increased  for  many  small  businesses  at  a  rate  of  20  to  50  percent  annually.  Small  firms  pay 
on  average  35  percent  more  than  large  companies  for  similar  health  coverage.  Small 
businesses  must  spend  as  much  as  40  cents  of  each  health  insurance  dollar  on  administrative 
costs. 

Despite  these  problems,  1  think  it  is  significant  that  62  percent  of  U.S.  businesses  with 
less  than  100  employees  provide  health  insurance  for  their  employees.  This  speaks  highly 
of  the  commitment  of  business  owners  to  their  employees.  But  it  is  clear  that  we  can  and 
must  do  better.  More  than  53  percent  of  all  uninsured  persons  are  in  families  of  employees 
of  business. 

We  clearly  need  to  rectify  the  imbalances  in  our  insurance  system  that  discriminate 
against  smaller  businesses.  But  we  also  must  seek  to  guarantee  health  security  for  all 
Americans  by  giving  small  businesses  the  support  they  need  to  provide  health  coverage  for 
workers  and  by  cutting  costs  for  those  small  businesses  who  currently  provide  insurance. 
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As  Congress  prepares  for  full  and  final  consideration  of  health  care  reform  legislation, 
the  concerns  of  small  business  owners  remain  key  issues  in  the  debate.  Our  purpose  today 
is  to  solicit  testimony  from  a  broad  cross-section  of  small  business  organizations  to  permit 
them  to  update  us  on  their  concerns  and  to  offer  constructive  opinions  regarding  pending 
legislation.  We  have  also  solicited  their  views  on  two  specific  tax  issues  that  are  included 
in  some  reform  proposals  and  which  could  have  a  significant  impact  on  small  businesses. 

The  first  issue  involves  proposals  to  clarify  the  definitions  of  "employee"  and 
"independent  contractor"  in  the  tax  code  and  to  extend  these  definitions  to  the  provision  of 
health  insurance.  For  too  long,  the  lack  of  a  clear  line  between  independent  contractors  and 
employees  has  caused  confusion  and  in  many  cases,  fraud  and  evasion  of  tax  payments.  This 
distinction  takes  on  even  more  significance  in  the  context  of  health  care  reform  and  has  been 
addressed  in  several  health  reform  proposals.  Clearly,  employers  who  may  be  required  to 
offer  health  plans  to  their  employees  need  to  have  a  clear  idea  of  who  their  "employees"  are. 

The  second  issue  involves  the  effect  of  the  proposed  changes  in  the  treatment  of 
income  of  subchapter  S  corporations  for  tax  purposes.  Under  the  President's  Health  Security 
Act  premium  subsidies  for  employers  would  be  distributed  according  to  firm  size  and  average 
annual  wages.  To  ensure  fair  sharing  of  responsibility  for  health  care  reform,  and  to  prevent 
manipulation  of  income  to  gain  eligibility  for  subsidies,  the  President's  proposal  changes 
current  procedures  to  treat  all  income  received  by  owner-employees  of  subchapter  S 
corporations  as  wages.   A  similar  proposal  is  included  in  Senate  health  reform  legislation. 

This  Committee  began  its  hearings  on  health  care  reform  in  August  of  last  year  by 
inviting  small  business  organizations  to  provide  their  constituencies'  views  on  the  advantages 
and  drawbacks  of  employer  mandates  as  a  means  of  financing  universal  health  care  coverage 
and  on  other  key  issues  of  health  care  reform.  It  is  fitting  that  we  have  many  of  these  same 
organizations  with  us  again  today  in  our  last  hearing  before  floor  debate  begins  on  health  care 
reform. 

Today's  panel  will  include  representatives  from  the  National  Federation  of 
Independent  Business,  National  Small  Business  United,  the  Small  Business  Legislative 
Council,  the  U.S.  Chamber  of  Commerce,  the  National  Restaurant  Association,  and  the 
National  Association  of  the  Self-Employed.  We  will  also  hear  testimony  from  the  Small 
Business  Coalition  for  Health  Care  Reform,  Families  USA,  the  Small  Business  Council  of 
America,  the  American  Booksellers  Association,  the  Kansas  Fanners  Union  and  the  Owner- 
Operator  Independent  Truckers  Association. 
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The  Honorable  Marjorie  Margolies-Mezvinsky 

before  the  U.S.  House  Committee  on  Small  Businesa 

Thursday,  August  4,  1994 

MR.  CHAIRMAN,  THANK  YOU  FOR  GIVING  ME  THIS  OPPORTUNITY  tTp  SPEAK 
BEFORE  THE  FULL  COMMITTEE  REGARDING  ONE  OF  THE  MOST  IMPORTANT  ISSUES 
OF  THIS  CONGRESS,  THE  IMPACT  OF  HEALTH  CARE  LEGISLATION  ON  SMALL 
BUSINESS.   I  AM  PLEASED  TO  WELCOME  ADMINISTRATOR  ERSKINE  BOWLES  TO 
OUR  COMMITTEE  TO  ANSWER  FURTHER  QUESTIONS  CONCERNING  HEALTH  CARE 
REFORM  LEGISLATION. 

IN  THE  PAST,  ADMINISTRATOR  BOWLES  TRAVELLED  TO  MY  DISTRICT  TO 
HEAR  THE  CONCERNS  OF  CONSTITUENTS  OF  THE  13TH  DISTRICT  OF 
PENNSYLVANIA,  WHICH  I  REPRESENT.   I  BELIEVE  THAT  HE  IS  VERY 
KNOWLEDGEABLE  REGARDING  THE  CONCERNS  EXPRESSED  BY  PENNSYLVANIANS .   I 
AM  VERY  CONCERNED  ABOUT  ANY  PROPOSALS  THAT  WILL  AFFECT  SMALL 
BUSINESSES,  AS  SMALL  BUSINESSES  ARE  THE  BACKBONE  OF  ECONOMIC  GROWTH 
DURING  THE  PAST  DECADE. 

AS  I  TRAVELED  MONTGOMERY  COUNTY,  I  HAVE  LEARNED  ONE  IMPORTANT 
LESSON.   I  BELIEVE  THAT  WE  DO  NOT  NEED  TO  CHANGE  THE  ENTIRE  HEALTH 
SYSTEM,  JUST  BUILD  UPON  OUR  PRESENT  DAY  SYSTEM.   MANY  PEOPLE  ARE 
CURRENTLY  COVERED  WITH  GOOD  HEALTH  INSURANCE,  BUT  SOME  ARE  NOT.   WE 
MUST  FIND  A  REASONABLE  WAY  TO  INCREASE  COVERAGE  WITHOUT  ADDING  TO 
THE  FEDERAL  DEFICIT.   I  AM  PARTICULARLY  CONCERNED  THAT  ANY 
LEGISLATION  SHOULD  NOT  CREATE  ANOTHER  ENTITLEMENT  PROGRAM,  THAT  WE 
CANNOT  AFFORD  TO  PAY  FOR. 

EVERY  DAY  I  RECEIVE  LETTERS  AND  PHONE  CALLS  FROM  SMALL 
BUSINESSMEN  THAT  EXPRESS  CONCERNS  REGARDING  INCREASING  THE 
REQUIREMENTS  ON  BUSINESSES.   THEY  ARGUE  THAT  THESE  INCREASED 
REQUIREMENTS  WILL  SLOW  GROWTH  OF  WAGES  AND  JOBS.   IN  FACT,  I  HAVE 
SURVEYED  MANY  BUSINESSES  IN  MY  DISTRICT  TO  DETERMINE  THE  LEVEL  OF 
COVERAGE  PROVIDED  ON  A  VOLUNTARY  BASIS  TO  THEIR  EMPLOYEES.   THE 
LEVEL  OF  COVERAGE  IS  RELATIVELY  HIGH. 

I  LOOK  FORWARD  TO  THE  TESTIMONY  THAT  WILL  BE  PRESENTED  TODAY, 
AS  WELL  AS  THE  OPPORTUNITY  TO  ASK  QUESTIONS . 
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OPENING  STATEMENT 

THE  HONORABLE  BILL  SARPALIUS 


Good  morning.      Thank  you  Mr.   Chairman  for  holding  this 
hearing  on  an  issue  on  the  minds  of  all  of  us  here  in 
Washington,  as  well  as  our  constituents  back  home. 

With  the  health  care  reform  vote  inching  closer,  I  have 
become  increasingly  concerned  that  we  will  be  asked  to  vote 
on  a  plan  that  no  one  has  been  able  to  read,  much  less 
analyze  the  effect  on  those  that  we  are  up  here  to  represent. 
The  last  time  I  checked,  the  exact  contents  of  the  bill  were 
still  unknown. 

I  have  spent  a  lot  of  time  over  the  past  year  learning  more 
about  our  health  care  delivery  system: 

-  worked  in  two  hospitals 

-  formed  two  advisory  committees,  made  up  of  doctors, 
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hospital  administrators,  nurses,  business  owners, 
and  individuals  with  special  health  care  needs 
-  asked  all  doctors  in  my  district  what  they  wanted 

Based  upon  all  of  this  information  gathering,  I    have 
concluded  that  we  have  the  best  health  care  delivery  system 
in  the  world  -  it  needs  some  improvements  certainly,  but  we 
don't  need  to  turn  the  system  upside  down. 

Further,  I  have  talked  to  a  lot  of  people  regarding  the 
employer  mandate  -  both  business  owners  and  employees  alike. 
I  have  decided  that  America  cannot  afford  to  pay  for  health 
care  on  the  backs  of  small  business.      This  hurts  both  the 
small  businesses  as  well  as  the  people  we  are  desperately 
trying  to  help  -  the  employees  of  small  business. 

Almost  84  percent  of  those  without  health  insurance  in  my 
district  are  working.    They  are  mainly  low- wage  workers  who 
are  employed  by  small  businesses.    My  fear  is  that  if  we 
mandate  coverage,  these  people  will  either  lose  their  jobs  or 
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absorb  the  cost  of  health  care  premiums  through  lower  wages. 
Putting  people  out  of  work  is  not  much  help  to  them. 

Again,  thank  you  Mr.  Chairman.   I  look  forward  to  hearing  the 
testimony  of  the  witnesses  that  you  have  asked  to  come  here 
today. 
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OPENING  STATEMENT  OF  CONGRESSMAN  BILL  ZELIFF  (R-NH) 

Small  Business  Committee 

August  4,  1994 


Mr.  Chairman,  I  would  like  to  commend  you  on  your  promptness 
in  scheduling  this  hearing  after  the  request  from  the  Ranking 
Minority  Member. 

For  months  the  nation's  small  business  community  has  endured 
unprecedented  assault.  From  the  initial  meeting  the  Members  of 
this  Committee  had  with  Mrs.  Clinton,  where  we  were  told  that  she 
could  not  be  responsible  for  all  the  country's  undercapitalized 
businesses,  to  the  recent  deplorable  cries  of  "free  loaders"  and 
"free  riders,"  the  debate  has  turned  into  a  disgrace. 

Mr.  Chairman,  let  me  be  blunt  as  most  hardworking  small 
business  people  are — it  is  not  the  business  of  the  federal 
government,  working  hand  in  hand  with  a  group  of  social 
engineers,  to  attempt  to  unionize  the  business  community. 

It  is  especially  disturbing  that  the  Small  Business 
Administration  has  been  leading  the  charge  to  force  through  an 
employer  mandate.  Two  glaring  examples  illustrate  this  point: 

First,  the  now  infamous  glossy,  color  brochure  published  by 
the  SBA  to  champion  the  Clinton  health  care  plan.  About  200,000 
copies  were  printed  at  a  cost  to  the  taxpayers  of  $90,000. 

Second,  the  report  a  few  days  ago  that  Administrator  Erskine 
Bowles  accompanied  Hillary  Clinton  and  "Health  Security  Express" 
as  the  caravan  passed  through  Southern  Ohio  and  Philadelphia. 

This  is  completely  inappropriate.  The  SBA' s  mission  is  to 
promote  and  protect  the  interests  of  small  businesses. 

This  agency  should  not  be  endorsing  health  care  employer 
mandates,  especially  since  practically  every  major  small  business 
advocacy  group  has  denounced  employer  mandates. 

It  is  an  added  insult  that  the  head  of  the  SBA  is  spending  tax 
dollars  in  this  crusade.  The  Administrator's  time  and  the 
taxpayers  dollars  would  be  better  spent  if  the  SBA  focused  on  the 
needs  of  small  businesses  instead  of  campaigning  for  an  employer 
mandate . 

I  believe  it  is  time  to  rain  some  facts  on  the  Clinton  health 
care  reform  parade.  All  the  major  small  business  organizations, 
who  actually  do  speak  for  millions  of  small  businesses,  oppose 
the  mandate.  In  every  state  White  House  Small  Business  Conference 
held  to  date,  which  I  believe  is  now  13,  there  has  been  a 
recommendation  passed  that  the  federal  government  should  not 
require  an  employer  mandate. 
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And  what  about  the  state  of  Hawaii?  We  hear  about  their 
experience  all  the  time — unfortunately  we  never  hear  the  facts. 

Mr.  Chairman,  I  would  like  at  this  point  to  place  in  the 
record  a  two  page  fact  sheet  on  the  Hawaii  situation  issued  by 
the  NFIB  on  August  1.  I  will  simply  cite  a  few  points.  Ninety 
percent  of  Hawaiians  were  covered  prior  t&  their  mandate,  and 
this  figure  has  only  increased  3  percent  with  the  mandate. 

Meanwhile,  in  1992  the  number  of  business  failures  in  Hawaii 
increased  by  270  percent.  In  1993,  Hawaii  led  the  nation  in  job 
loss.  An  NFIB  survey  of  its  members  reveals  that  35  percent  are 
thinking  of  leaving  the  state. 

Finally,  although  NFIB  does  not  point  this  out,  I  will.  In  the 

Education  and  labor  Committee  the  Congresswoman   from  Hawaii 

successfully  moved  to  exempt  her  state  from  the  Clinton  health 
plan.  Interesting,  isn't  it? 

In  conclusion,  Mr.  Chairman,  if  there  is  one  place  the  small 
business  community  should  have  their  case  heard  in  a  fair  and 
impartial  manner,  it  is  in  this  Committee.  If  there  is  one  place 
the  small  business  community  should  have  their  interests 
defended,  it  is  the  SBA. 

I  look  forward  to  today's  testimony  so  that  we  get  the  truth 
out.  As  a  small  businessman  myself,  I  know  that  employer  mandates 
are  job-killers.  This  Committee  and  the  SBA  should  reject  them 
outright . 
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Chairman  LaFalce,  Congresswoman  Meyers,  and  members  of  the 
Committee,  I  appreciate  the  opportunity  to  appear  before  you 
today  to  discuss  health  care  reform  legislation  and  how  it  will 
affect  small  business. 

Mr.  Chairman,  I  would  like  to  start  by  reiterating  what  I 
have  said  before  to  the  Members  of  this  Committee;  that  is,  I  do 
not  believe'  we  could  devise  a  health  care  system  that  is  more 
anti-small  business  than  the  current  health  care  system  that 
exists  in  this  country. 

Presently,  we  find  ourselves  at  the  stage  in  the  legislative 
process  where  many  different  health  care  reform  proposals  have 
made  their  way  through  the  House  and  the  Senate.   We  have  been 
through  a  long  period  of  congressional  debate  and  discussion,  and 
the  President's  original  proposal  has  been  dissected,  modified, 
adapted,  and  at  times  discarded. 

Mr.  Chairman,  while  I  have  the  highest  regard  for  the 
legislative  process,  I  also  am  concerned  by  what  could  happen  to 
our  country  and  to  small  business  if  we  don't  enact  comprehensive 
health  care  reform  and  do  it  now. 

A  comprehensive  solution  must  benefit  both  small  businesses 
and  their  workers  by  ensuring  that  small  business  owners  will  be 
able  to  provide  real  insurance  to  their  employees.   The  right 
solution  must  guarantee  that,  for  the  first  time  ever,  small 
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business  owners  and  their  employees  will  be  able  to  buy  quality, 
comprehensive  insurance  at  affordable  rates.   We  must  get  back  to 
the  basic  principles  of  health  care  reform  that  will  provide 
security,  control  costs,  and  maintain  choice  and  quality.   If  we 
follow  these  guiding  principles,  we  will  create  a  health  care 
system  that  will  fully  serve  small  business  and  the  American 
people. 

To  begin  this  morning,  I  would  like  to  talk  about  what  the 
current  health  care  system  is  doing  to  our  country  and  then  what 
it  is  doing  to  small  business. 

The  statistics  reflecting  the  current  health  care  system  are 
frightening.   Every  month,  two  million  people  lose  their  health 
care  coverage.   At  some  point  throughout  the  course  of  the  year, 
58  million  Americans  will  be  without  health  insurance.   There 
are,  according  to  new  estimates,  almost  39  million  Americans 
without  health  insurance  today,  and  another  22  million  who  are 
under  insured . 

The  rising  costs  of  health  care  are  out  of  control.   The 
U.S.  now  spends  more  per  capita  on  health  care  than  any  other 
country  in  the  world:   more  than  double  what  Japan  spends;  and 
40%  more  than  Canada,  which  is  the  country  that  devotes  the 
second  largest  percentage  of  its  income  to  health  care. 
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Twenty-five  years  ago,  health  care  consumed  5.9%  of  GDP.   In 
1992,  that  number  topped  14%  to  reach  a  staggering  total  of  $840 
billion.   By  the  year  2000  we  could  see  health  care  spending  top 
$1.6  trillion  and  cost  approximately  18%  of  GDP  if  this  trend 
continues.   If  we  do  nothing,  health  care  costs  will  consume 
about  two-thirds  of  the  increase  of  GDP  in  the  rest  of  this 
decade.   Clearly,  from  a  macro  economic  viewpoint,  we  have  a 
serious  problem  in  this  country  with  our  health  care  costs. 

Mr.  Chairman,  small  businesses  are  faced  with  the  worst  of 
all  worlds  with  respect  to  rising  health  care  costs.   The  small 
businesses  that  are  still  able  to  afford  to  provide  their 
employees  with  health  care  coverage  are  experiencing  skyrocketing 
cost  increases.   Health  care  costs  have  increased  for  small 
business  at  a  rate  of  20%  to  50%  a  year.   The  administrative  load 
on  health  insurance  premiums  is  35  percentage  points  higher  for 
small  businesses  than  it  is  for  big  businesses.   Comparable 
health  plan  costs  are  10-40  percent  higher  for  small  employers 
than  for  big  business.   Unfortunately,  the  smaller  the  company, 
the  more  disproportionate  the  costs  they  pay  for  health 
insurance . 

Mr.  Chairman,  not  only  have  small  businesses  experienced 
skyrocketing  increases  in  the  cost  of  health  care,  they  also  have 
been  subjected  to  the  most  blatant  abuses  that  occur  within  the 
health  care  system.   These  abuses  include  such  practices  as 
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occupational  redlining,  whereby  insurers  will  simply  refuse  to 
cover  entire  industries  perceived  to  be  too  high  a  risk.   These 
industries  often  include  such  basic  businesses  as  automobile 
dealerships,  florists,  grocery  stores,  barber  and  beauty  shops, 
construction  companies,  and  trucking  firms. 

Some  insurance  companies  also  engage  in  price  baiting  and 
gouging,  by  offering  discounted  rates  for  the  first  year  of 
coverage,  to  be  followed  by  much  higher  rates  in  the  next  year 
when  pre-existing  condition  exclusions  expire.   Many  insurance 
companies  refuse  to  renew  insurance  policies  if  one  of  the 
employees  of  a  small  business  gets  sick  and  really  needs 
insurance.   When  this  happens,  the  insurer  may  either  pull  the 
policy  or  raise  the  cost  to  an  unaffordable  level. 

As  you  know,  Mr.  Chairman,  unlike  large  firms,  small 
business  owners  generally  don't  have  a  benefits  department.   The 
small  business  owner  or  a  valued  employee  must  perform  all  the 
functions  of  such  a  department.   As  a  result,  the  small  business 
owner  not  only  loses  valuable  time  away  from  his  business,  but  he 
also  is  at  a  disadvantage  when  trying  to  negotiate  the  purchase 
of  a  benefit  for  his  employees  that  is  extraordinarily 
complicated  to  understand  and  is  constantly  changing. 

A  self-employed  individual  also  operates  at  a  disadvantage 
because  of  the  inequitable  tax  policies  for  the  self-employed. 
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Presently,  a  self-employed  individual  is  only  allowed  to  deduct 
as  a  business  expense  up  to  25%  of  the  cost  of  health  care 
coverage.   All  other  businesses  are  able  to  deduct  a  much  larger 
amount  of  what  they  pay  for  coverage.   This  clearly  is  unfair  to 
the  self-employed  and  almost,  by  definition,  increases  their  cost 
of  insurance  for  their  families. 

Workers'  compensation  has  also  become  a  bigger  burden  to 
small  business  owners.   In  1992,  medical  claims  accounted  for  41 
percent  of  all  workers'  compensation  benefit  payments,  up  from  33 
percent  in  1980.   Whereas  the  cost  of  health  care  increased  by 
about  102%  between  1980  and  1987,  the  cost  of  health  care  in  the 
workers'  compensation  system  rose  by  151%  during  that  period. 

Clearly,  small  businesses  have  a  large  stake  in  solving  the 
health  care  crisis  in  this  country. 

SOLUTION:   UNIVERSAL  COVERAGE 
Universal  coverage  is  imperative  for  real  health  care 
reform.   Opponents  of  real  reform  would  have  us  believe  that  ovir 
goals  can  be  met  by  incremental,  piecemeal  reform.   That  approach 
will  not  work  and  will  still  leave  millions  of  hard  working 
Americans  at  risk  of  losing  their  insurance. 

Non-universal  reforms  will  cover  the  poor,  but  not  the 
middle  class.   Half -measures  and  quick  fixes  would  leave  every 
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American  at  risk  of  losing  their  insurance.   As  an  example,  a 
solution  that  covers  only  91  percent  of  the  population  would  help 
11  of  the  15  million  uninsured  in  poverty  get  health  coverage, 
but  would  leave  16  of  the  18  million  middle  class  Americans 
without  insurance.   And  at  least  24  million  Americans,  most  of 
whom  work  for  a  living,  would  have  no  coverage  at  all. 

Beginning  in  1986,  11  states  and  non-profit  groups  began  a 
demonstration  program  specifically  aimed  at  increasing  coverage 
by  making  health  insurance  more  affordable  and  available  to 
uninsured  small  businesses  and  individuals.   Of  the  11 
demonstration  projects,  all  used  voluntary  measures;  10  developed 
new,  less  expensive  insurance  products  or  subsidized  existing 
insurance  products,  and  one  developed  a  health  insurance 
information  and  referral  service.   The  demonstrations  reached 
relatively  few  of  the  small  businesses  and  individuals  previously 
uninsured,  leading  the  evaluators  to  conclude  that  there  is 
little  evidence  that  voluntary  efforts  alone  will  close  the  gap 
on  the  uninsured  problem. 

States  such  as  Iowa  and  South  Carolina  have  passed  health 
care  reforms  that  resemble  the  incremental  reforms  that  have  been 
proposed  by  some  members  of  Congress.   And  yet,  the  number  of 
working  uninsured  has  increased,  state  spending  on  health  care 
has  continued  to  grow,  and  income  taxes  on  working  people 
continue  to  rise.   It  is  clear  that  non-universal  reform  means 
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that  working  people  pay  more  for  Insurance  and  taxes  to  even  more 
of  the  poor  —  as  they  lose  health  coverage  themselves. 

Mr.  Chairman,  the  best  way  to  achieve  universal  coverage  is 
through  shared  responsibility,  with  employers  and  individuals 
each  paying  their  fair  share.   Nine  out  of  ten  non-elderly  people 
who  have  private  health  insurance  today  get  it  through  an 
employer.   Requiring  all  employers  to  make  a  contribution  toward 
the  cost  of  coverage  would  build  upon  the  current  system  and 
level  the  playing  field  among  employers,  in  addition  to  easing 
the  insurance  premium  burden  for  families  and  individuals. 

The  current  system  forces  employers  who  can  still  offer  to 
purchase  evermore  expensive  health  care  insurance  to  pay  three 
times:   First,  they  pay  for  their  own  employees.   Second,  they 
pay  for  dependents  of  their  employees  who  work,  but  do  not  get 
health  care  from  their  own  jobs.   And  third,  they  pay  for  the 
uninsured  —  many  of  them  working  people  —  who  show  up  in 
America's  emergency  rooms,  and  whose  unpaid  costs  are  added  to 
the  bills  of  those  who  have  insurance.   Thus  America's  most 
responsible  small  businesses  bear  the  greatest  burden. 

This  cost  shifting  in  the  current  system  represents  a  hidden 
tax  on  responsibility  and  on  employment.   In  1991,  employers  who 
took  responsibility  for  employees  and  their  families  paid  $26.5 
billion  to  cover  working  dependents  whose  employers  did  not  offer 
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insurance  to  their  workers.   That  same  year,  employers  who  took 
responsibility  for  their  employees'  insurance  also  had  an 
additional  $10.8  billion  added  to  their  premiums  to  cover  the 
uncompensated  hospital  costs  of  people  without  any  insurance. 
Nearly  half  of  these  were  to  pay  for  workers,  or  dependents  of 
workers,  in  firms  that  did  not  provide  coverage. 

In  recent  years,  as  the  burden  of  this  cost  shifting  was 
passed  onto  the  owners  of  small  businesses,  the  percentage  of 
workers  whose  employers  sponsor  a  health  insurance  plan  declined 
from  81  percent  in  1988  to  78  percent  in  1993.   The  Congressional 
Budget  Office  states  that  if  benefits  were  not  provided  at  work, 
2  million  additional  workers  in  small  businesses  would  lose  their 
employers '  contribution . 

Mr.  Chairman,  I  believe  a  bill  would  best  meet  the  needs  of 
the  small  business  community  if  it  offered  the  following: 

1.    Rock  solid,  comprehensive  insurance  coverage  —  not  a  bare 
bones  plan  or  just  catastrophic  coverage,  but  real 
insurance.   To  enable  small  businesses  to  offer 
comprehensive  health  insurance,  a  bill  must  include  tax 
credits  and  subsidies  and/or  premium  caps.   This  will  ease 
the  transition  into  a  new  system  and  enable  small  businesses 
to  continue  to  thrive  and  create  jobs. 
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2.  Discounts  for  small  businesses  to  purchase  health  care 
insurance  similar  to  those  found  in  the  various  committee 
plans  to  enable  small  business  to  offer  health  insurance  for 
their  families  and  employees. 

3.  Voluntary  buying  groups  so  small  businesses  can  ban  together 
to  have  market  muscle  needed  to  ensure  health  insurance 
costs  'do  not  continue  to  grow  at  the  current  high  rate  of 
growth . 

4 .  An  end  to  the  insurance  company  abuses  occurring  in  the 
ctirrent  health  care  system.   If  one  worker  in  a  small 
business  or  his  or  her  dependent  becomes  seriously  ill,  the 
business  should  not  see  its  rates  jacked  up  beyond  belief  or 
lose  coverage  for  the  sick  employee  or  dependent. 

5.  An  80  percent  tax  deduction  for  the  self-employed. 

6.  Choice  for  employees  to  choose  their  own  health  plan  from  a 
number  of  alternative  plans,  including  a  traditional  fee- 
for-service  plan,  something  that  many  employees  don't  have 
today. 

7.  Modifications  in  the  existing  rules  concerning  independent 
contractors  and  Sub-chapter  S  corporations,  to  avoid  gaming 
of  the  system  and  potential  abuse  in  determining  eligibility 
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As  was  expected,  Mr.  Chairman,  the  legislative  process  has 
transformed  the  President's  original  proposal.   Based  upon  the 
concerns  and  apprehensions  of  small  businesses  and  the  American 
public,  Congress  has  incorporated  many  new  improvements  into  the 
bills  now  under  consideration.   While  different  committees  have 
taken  varying  approaches,  these  bills  contain  a  number  of 
features  that  will  ultimately  be  included  in  a  better  and  more 
effective  reform  plan. 

Unfortunately,  opponents  of  health  care  reform  and 
proponents  of  incremental  reform  continue  to  say  to  businesses, 
"You  get  to  keep  what  you  have  today" .   The  truth  is  that  today 
insurance  companies  discriminate,  insurance  companies  charge 
outrageous  rates,  and  insurance  companies  at  times  deny  coverage 
altogether. 

I  would  like  to  point  out  some  facts  related  to  incremental 
reform. 

While  acknowledging  that  incremental  reform  would  guarantee 
issue  and  renewability  of  health  insurance  policies  and  attempt 
to  eliminate  pre-existing  condition  exclusions,  proceeding  with 
these  measures  without  universal  coverage  would  only  exacerbate 
the  current  problems  in  the  system,  and  continue  to  b\irden  snail 
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businesses.   Workers  with  health  problems,  who  were  previously 
denied  coverage,  will  flood  into  the  system,  driving  up  premiums 
for  all  small  firms.   In  the  absence  of  universal  coverage,  some 
small  firms  with  healthy  workers  will  be  forced  to  drop  coverage 
due  to  these  higher  rates.   This  in  turn  will  drive  up  premiums 
even  more,  thus  resulting  in  less  coverage  overall. 

Mr.  Chairman,  although  the  Administration  has  remained  open 
in  considering  other  methods  to  achieve  health  care  reform, 
incremental  reforms  and  half -measures  simply  will  not  help. 
Universal  coverage  and  shared  employer-employee  responsibility 
are  the  keys  to  solve  our  health  insurance  problem  —  not  just 
for  small  businesses,  but  for  all  Americans. 

Thank  you. 
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I  am  Edward  N.  Delaney  of  Edward  N.  Delaney  &  Associates, 
Chartered,  Washington,  D.C.,  and  I  am  submitting  this  statement  on 
behalf  of  The  Coalitiqn  For  Independent  Contractors  (the 
"Coalition" ) . 

The  Coalition  submits  this  statement  on  behalf  of  the  American 
Pulpwood  Association,  the  Associated  Builders  and  Contractors,  the 
Associated  General  Contractors  of  America,  the  National  Association 
of  Independent  Insurers,  the  National  Association  of  Realtors,  and 
the  Newspaper  Association  of  America. 

The  Coalition  opposes  the  provisions  contained  in  the 
Administration's  health  care  reform  proposal,  the  Health  Security 
Act  (the  "HSA"),  that  would  change  the  rules  for  determining  who  is, 
and  who  is  not,  an  "employee"  for  purposes  of  health  care  coverage 
and  federal  income  and  employment  taxes,  because  such  provisions: 

o   would  limit  an  individual's  right  to  work  as  an  independent 
contractor; 

o  do  not  meaningfully  address  the  alleged  abusive  practices 
that  they  were  intended  to  prevent; 

o   do  not  advance  any  identifiable  tax  policy  objective; 

o   could  result  in  independent  contractor  status  being 

constantly  narrowed,  as  a  means  of  stemming  government  health 
care  expenditures;  and 

o  would  cause  severe  disruptions  in  the  market  for  freelance 
talent. 

I.  A  Frontal  Attack  on  Independent  Contractors 

In  plain,  simple  terms,  the  changes  proposed  by  the  HSA  to  the 
definition  of  "employee"  and  to  the  section  530  safe  harbor 
provisions  of  the  Revenue  Act  of  1978  (collectively,  the 
"Independent  Contractor  Proposals"),  represent  a  direct  assault  on 
an  individual's  right  to  work  as  an  independent  contractor. 

For  example,  the  Coalition  finds  it  astonishing  that  the  HSA 
would  permit  the  Treasury  Department  to  redefine  the  term  "employee" 
-  -  in  light  of  the  Internal  Revenue  Service's  institutional  bias 
against  independent  contractor  status.   The  bias  is  so  pronounced 
that  in  connection  with  the  Revenue  Act  of  1978,  the  Congress 
expressly  proscribed  the  Treasury  Department  from  issuing  any 
regulation  or  Revenue  Ruling  "clarifying  the  employment  status  of 
individuals  for  purposes  of  the  employment  taxes."   Section  530(b). 
The  HSA  would  effectively  authorize  the  agency  that  the  Congress 
recognized  back  in  1978  as  harboring  a  strong  bias  against 
independent  contractor  status  to  rewrite  the  rules  for  determining  a 
worker's  status. 

The  taxpayer's  perception  of  the  IRS  was  aptly  described  in  an 
op-ed  article  that  appeared  in  the  April  7,  1993,  Wall  Street 
Journal; 

The  Internal  Revenue  Service  is  carrying  out  a  sweeping 
campaign  to  slash  the  number  of  Americans  permitted  to  be 
self-employed —  and  to  punish  the  companies  that  contract  with 

them.       The     IRS'S    dCCa<.N    UdS    uevaauai-cu     Ll'iuuSai'iuS    of    Small 

businesses  and   is   undermining  high-tech    industries,    the 
health-care   industry  and   even   freedom  of  religion.      IRS 
officials   indicate   that  more  than   half   the  nation's 
self-employed  should  no  longer   be  allowed   to  work    for    themselves. 

The  Coalition   submits    that    in    light   of   this    long-standing  bias 
against    independent   contractors,    a   proposal    that  would  authorize   the 
Treasury  Department   to   redefine   "employee"    represents   a   clear   policy 
objective   to   limit   substantially   an    individual's    right    to  work   as   an 
independent   contractor. 
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II.  As  An  "Anti-abuse"  Provision, 

The  Independent  Contractor  Proposals  Miss  The  Mark 

The  Independent  Contractor  Proposals  do  not  meaningfully  address 
the  allegedly  eibusive  practices  they  are  intended  to  prevent;  they 
appear  aimed  at  some  objective  separate  from  health  care  reform;  and 
they  unfairly  single  out  potential  independent  contractor 
reclassification  as  the  only  anticipated  abuse  —  of  the  several 
identified  —  to  address. 

The  Joint  Committee  on  Taxation,  Description  and  Analysis  of  the 
Employer  Mandate  and  Related  Provisions  of  H.R.  3600  ("Health 
Security  Act")  (JCS-1-94)  102,  February  2,    1994  ("Joint  Committee 
Report"),  indicates  that  the  Independent  Contractor  Proposals  were 
contained  in  the  HSA  in  order  to  preclude  businesses  from  being  able 
to  "re-employ  some  existing  employees  as  independent  contractors." 
If  this  is  true,  why  would  the  HSA  repeal  section  530? 

Section  530  provides  absolutely  no  protection  with  respect  to 
any  worker  who  has  been  "treated  ...  as  an  employee  for  any 
period."   Section  530(s) ( I) (A) .   Section  530  protection  is  also 
denied  with  respect  to  the: 

treatment  of  any  individual  for  employment  tax  purposes  ...  if 
the  taxpayer  (or  predecessor)  has  treated  any  individual  holding 
a  substantially  similar  position  as  an  employee  for  purposes  of 
employment  taxes  for  any  period  beginning  after  December  31, 
1977. 

Section  530(a)(3)  (Emphasis  Added).   The  foregoing  demonstrates  that 
section  530  currently  prevents  the  very  same  abuses  that  the  HSA 
would  repeal  section  530  to  prevent.   It  follows  that  the  rationale 
for  repealing  section  530  is  at  best  "logically  challenged." 

With  respect  to  the  Treasury  Department  being  authorized  to 
draft  a  new  definition  of  "employee,"  the  Coalition  submits  that  if 
the  true  motivation  for  modifying  the  definition  is  to  prevent 
"abuse"  of  the  new  health  care  system,  the  new  definition  would  be 
set  forth  in  the  statute,  and  it  would  become  effective 
concomitantly  with  the  statute.   The  fact  that  the  new  definition 
would  become  effective  at  some  time  independent  of  when  the  HSA 
becomes  effective  appears  to  indicate  that  the  definition  is  being 
modified  to  achieve  some  policy  objective  separate  from  health  care 
reform. 

The  Joint  Committee  Report  also  identifies  other  ways  in  which 
firms  would  be  expected  to  "abuse"  the  new  health  care  system.   For 
example,  firms  would  be  expected  to  "out-source"  janitorial  needs 
and  legal  and  accounting  services,  thereby  reducing  the  size  of  the 
firm's  employment  and  possibly  qualifying  the  firm  for  a  government 
subsidy.   Joint  Committee  Report  at  102.   Similarly,  firms  would  be 
expected  to  "split  up"  into  two  or  more  smaller  firms,  in  order  for 
the  new,  smaller  firms  to  qualify  for  a  subsidy.   Id.   Other 
examples  are  also  mentioned,   while  the  Joint  Committee  Report  lists 
several  abusive  practices  that  are  anticipated  to  follow  the  HSA's 
enactment,  the  HSA's  anti-abuse  provisions  address  only  the  feared 
reclassification  of  employees  to  independent  contractors  status. 

At  best,  the  Independent  Contractors  Proposals  represent  a 
failed  attempt  at  proscribing  anticipated  abuses  and  unfairly  single 
out  independent  contractors  as  the  only  source  of  potential  abuse  tc 
be  addressed.   At  worst,  the  proposals  represent  a  discriminatory 
attack  on  independent  contractors  with  no  plausible  justification. 

III.  No  Tax  Policy  Justification  For 

Independent  Contractor  Proposals 

If  eliminating  health  care  abuses  were  the  true  objective,  why 
extend  the  Independent  Contractor  Proposals  to  apply  also  for 
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purposes  of  Federal  income  taxes  and  Federal  employment  taxes?   If 
the  Independent  Contractor  Proposals  are  intended  to  achieve  some 
tax  policy  objective,  the  proposals  should  be  debated  in  that 
context,  not  within  the  context  of  eliminating  some  type  of  health 
care  abuse. 

The  Coalition  submits  that  the  Treasury  Department  Report  on 
Taxation  of  Technical  Services  Personnel;  Section  1706  of  the  Tax 
Reform  Act  of  1986  ("Treasury  Report")  demonstrates  that  tax  policy 
considerations  would  favor  retaining  the  status  quo.   The  Treasury 
Report  concludes  that: 

Current  law  does  not  consistently  favor  status  as  either  an 
employee  or  an  independent  contractor. 

Treasury  Report  at  12.   In  this  regard,  the  Treasury  Report  also 
points  out  that: 

Prior  to  1982,  compensation  earned  by  independent  contractors 
was  taxed  at  substantially  lower  rates  under  the  Social 
Security  and  Medicare  tax  provisions  of  the  Code  than  wage 
income,  apparently  creating  significant  incentive  for 
misclassif ication.   Subsequent  legislation  has  essentially 
eliminated  this  important  difference. 

Id.   Thus,  while  at  one  time  the  tax  law  might  have  provided  a  tax 
incentive  to  prefer  independent  contractor  status  over  employee 
status,  the  law  has  been  changed,  and  clearly  no  such  alleged 
incentive  remains.  The  report  also  concludes  that: 

With  typical  patterns  of  fringe  benefits  and  worker  expenses, 
independent  contractors  and  their  clients  tend  to  pay  higher 
levels  of  taxes,  especially  Social  Security  and  Medicare 
taxes,  than  employees  and  employers,  provided  that  the  income 
and  expenses  are  reported  correctly. 

Treasury  Report  at  24.  Hence,  not  only  does  current  law  not  provide 
a  preference  for  independent  contractor  status  over  employee  status, 
it  actually  provides  a  preference  in  favor  of  employee  status. 

The  Treasury  Department  Report  demonstrates  that  current  law  has 
created  a  state  of  equilibrium  with  respect  to  a  taxpayer  choosing 
to  work  as  an  employee  or  an  independent  contractor.   The  Coalition 
urges  that  this  equilibrium  not  be  disturbed  absent  some  compelling 
policy  justification.   As  demonstrated  above,  none  of  the  purported 
justifications  for  the  Independent  Contractor  Proposals  would 
qualify  as  meritorious,  much  less  compelling. 

IV.  Independent  Contractors  Could  Become 

The  Scapegoat  For  Eliminating  revenue  Shortfalls 

Another  reason  for  concern  over  the  Treasury  Department  being 
empowered  to  rewrite  the  law  defining  "employee"  derives  from  the 
new  tensions  that  the  HSA  would  impose  on  the  distinction  between 
employee  or  independent  contractor  classification,  and  the  pressure 
those  tensions  could  impose  on  the  Treasury  Department  to  constantly 
expand  the  definition  of  "employee."  The  new  tensions  would  result 
from  the  fact  that,  under  the  HSA,  a  subsidy  could  be  obtained  in 
some  cases  by  converting  employees  to  independent  contractor  status. 

Since  government  subsidies  are  ultimately  paid  for  by  taxpayers, 
the  aggregate  amount  of  the  government's  HSA  subsidy  in  any  given 
year  could  become  a  significant  concern.   The  Coalition  anticipates 
that  if  the  aggregate  HSA  subsidy  for  a  year  were  to  exceed  its 
projected  amount,  some  might  urge  the  Treasury  Department  to  reduce 
the  amount  of  future  subsidies  by  expanding  the  definition  of 
"employee."  The  Treasury  Department  would  have  the  authority  to  do 
so  under  the  HSA  without  Congressional  approval.   Such  an  action 
would  make  it  more  difficult  to  convert  employees  to  independent 
contractors,  thereby  possibly  limiting  the  availability  of  HSA 
subsidies. 
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The  Coalition  is  gravely  concerned  that,  under  the  HSA, 
independent  contractors  could  one  day  become  the  scapegoat  for 
spiraling  increases  in  government  expenditures  for  health  care,  and 
their  ranks  thinned  in  the  name  of  reducing  the  level  of  government 
HSA  expenditures.  The  discretion  given  to  the  Treasury  Department 
under  the  HSA,  together  with  government  HSA  subsidies  that  arguably 
would  be  associated  with  independent  contractor  status,  would  leave 
independent  contractor  status  extremely  vulnerable. 

V.  Real  Life  Consequences  Of  Independent  Contractor  Proposals 

The  Coalition  is  concerned  that  the  HSA  changes  to  the  worker 
classification  rules  would  likely  result  in  the  freelance 
marketplace  being  restructured  in  a  way  that  would  impose  added 
costs  on  freelance  workers. 

We  are  familiar  with  an  actual  case  where  the  IRS  audited  a 
business  and  required  the  business  to  reclassify  its  independent 
contractors  to  employee  status.   Nearly  all  of  the  erstwhile 
independent  contractors  terminated  their  relationships  with  the 
business.   The  individuals  simply  refused  to  relinquish  their 
independence. 

The  Coalition  is  gravely  concerned  that  the  Independent 
Contractor  Proposals,  by  eliminating  virtually  all  of  a  business 's 
defenses  against  an  overly  aggressive  iRS  reclassification  effort, 
would  result  in  a  massive  reclassification  effort  being  waged  by  the 
IRS.   It  is  submitted  that  such  a  reclassification  effort  would,  in 
turn,  result  in  a  gradual  elimination  of  most  types  of  independent 
contractors. 

This  specter  would  introduce  an  intolerable  level  of  uncertainty 
into  the  current  market  for  freelance  talent.   By  permitting  the 
Treasury  Department  to  modify  the  rules  for  distinguishing  employees 
from  independent  contractors,  the  HSA  would  effectively  preclude 
businesses  from  being  able  to  plan  with  any  certainty  how  to  obtain 
needed  service  providers  for  ad  hoc  projects  requiring  unique 
talents  not  available  "in  house."   Businesses  would  know  that  the 
worker  classification  rules  were  subject  to  change,  but  they  would 
not  know  when  the  rules  would  be  changed,  and  they  would  not  know 
what  the  new  rules  would  provide.   Businesses  would  likely  react  by 
reducing  their  reliance  on  independent  contractors. 

The  effect  on  individuals  who  now  choose  to  work  as  independent 
contractors  would  be  dramatic,   while  policy  makers  might  believe 
that  the  changes  would  result  in  freelancers  becoming  employees  of 
their  clients,  we  submit  that  such  a  prediction  represents  a 
misunderstanding  of  why  individuals  whose  to  work  as  independent 
contractors.  The  Coalition  believes  that  the  changes  would  more 
likely  result  in  the  erstwhile  independent  contractors  becoming 
affiliated  with  employee  leasing  firms,  or  some  variant  thereof,  to 
enable  them  to  retain  some  semblance  of  the  independence  on  which 
they  thrive,  while  avoiding  the  stigma  that  would  become  associated 
with  independent  contractor  status.   As  demonstrated  by  the  anecdote 
recounted  above,  many  individuals  would  refuse  to  work  as  a  captive 
employee  of  any  one  business. 

The  transformation  from  independent  contractor  to  leased 
employee  carries  with  it  an  added  cost.   An  employee  leasing  firm  is 
itself  a  business.   Employee  leasing  firms  charge  a  price  for 
admission  to  its  ranks.   The  uunjeu  uZ    Liic  admissiun  v,03t  would 
ultimately  be  borne  1)  by  the  worker,  in  the  form  of  a  reduced  net 
earnings  from  a  project,  or  2)  by  the  client,  who  would  either  (a) 
pass  it  on  to  its  customers  in  the  form  of  higher  prices  for  its 
products  or  services,  or  (b)  absorb  it  internally  through  reduced 
net  profits.   Neither  option  represents  wise  economic  policy. 

At  a  time  when  technology  has  enabled  workers  in  Ireland  to  be 
awarded  contracts  to  perform  the  services  required  by  "back  room" 
operations  of  major  United  States  financial  houses  —  for  a  fraction 
of  what  it  would  cost  for  United  states  workers  to  do  the  work,  and 
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other  foreign-based  workers  now  vying  for  contracts  to  perform 
software  development  and  other  types  of  services  that  formerly  were 
limited  predominantly  to  United  States  workers,  does  it  make  any 
sense  for  the  government  to  impose  an  added  cost  on  the  use  of 
United  States  service  providers?  It  is  respectfully  submitted  that 
such  a  policy  defies  common  sense. 

We  believe  that  especially  in  today's  economic  climate,  where 
United  States  workers  are  scrambling  to  compete  against  their 
foreign-based  counterparts,  the  government  should  be  helping  them, 
not  throwing  obstacles  in  their  path. 

VI.   Conclusion 

For  the  foregoing  reasons,  the  Coalition  opposes  the  changes  to 
the  rules  for  determining  a  worker's  status.   The  changes  are  not 
properly  aimed  at  the  abuses  sought  to  be  guarded  against;  they  lack 
any  tax  policy  justification;  they  would  create  an  intolerably 
uncertain  environment  for  independent  contractors  and  user  thereof; 
and  they  would  introduce  into  the  nation's  labor  market  dramatic 
distortions  with  no  perceptible  gain  to  society  and  with  harmful 
effects  to  the  ability  of  such  business  to  exist  competitively. 

Finally,  if  the  Congress  deems  it  appropriate  to  act  in  this 
area,  it  should  clearly  articulate  its  justifications  for  the 
changes,  debate  them  on  their  true  merits,  and  include  the  specific 
changes  in  the  proposed  legislation,  not  leave  the  specifics  to  an 
administrative  agency.   The  Coalition  submits  that  no  change  of  this 
magnitude  should  be  cast  as  a  mere  anti-abuse  measure  tied  to  an 
overshadowing  health  care  reform  proposal. 

Respectfully  submitted, 


The  Coalition  for  Independent  Contractors 

Edward  N.  Delaney 

Edward  N.  Delaney  &  Associates,  chartered 

Counsel 

1629  K  Street,  N.W. 

Washington,  D.C.   20006 

(202)  955-5600 
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SUPPLEMENTAL  SHEET 
ON  BEHALF  OF:     The  Coalition  For  Independent  Contractors 

SUMMARY  OF  CONTENTS  AND  RECOMMENDATIONS: 

The  Coalition  For  Independent  Contractors  opposes  the  provisions 
contained  in  the  Administration's  health  care  reform  proposal,  the 
Health  Security  Act   (the  "HSA"),   that  would  change  the  rules  for 
determining  who  is,  and  who  is  not.  an  "employee"  for  purposes  of 
health  care  coverage  and  federal    income  and  employment  taxes, 
because  such  provisions  would  be  particularly  harmful   to  small 
business  and: 

0     would  limit  an  individual's  right  to  work  as  an  independent 
contractorj 

0     do  not  meaningfully  address  the  alleged  abusive  practices 
that   they  were   intended  to  prevent; 

0     do  not  advance  any  identifiable  tax  policy  objective; 

0     could  result   in   independent  contractor  status  being 

constantly  narrowed,  as  a  means  of  stemming  government  health 
care  expenditures;  and 

0     would  cause  severe  disruptions  in  the  market  for   freelance 
talent. 

The  changes  proposed  by  the  HSA  to  the  definition  of  "employee" 
and  to  the  section  530  safe  harbor  provisions  of  the  Revenue  Act  of 
1978  (collectively,  the  'Independent  Contractor  Proposals'), 
represent  a  direct  assault  on  an   individual's  right  to  work  as  an 
independent  contractor. 

The  Independent  Contractor  Proposals  do  not  meaningfully  address 
the  allegedly  abusive  practices  they  are   intended  to  prevent;   they 
appear  aimed  at  some  objective  separate  from  health  care  reform;    and 
they  unfairly  single  out  potential    independent  contractor 
reclassification  as  the  only  anticipated  abuse  ~  of  the  several 
identified  --  to  address. 

The  discretion  given  to  the  Treasury  Department  under   the  HSA, 
together  with  government  HSA  subsidies  that  arguably  would  be 
associated  with  independent  contractor  status,  would  leave 
independent  contractor  status  extremely  vulnerable. 

The  Coalition  is  concerned  that  the  HSA  changes  to  the  worker 
classification  rules  would  likely  result   in  the  freelance 
marketplace  being  restructured  in  a  way  that  would  impose  added 
costs  on  freelance  workers. 

For   the  foregoing  reasons,  the  Coalition  opposes  the  changes  to 
the  rules  for  determining  a  worker's  status.     The  changes  are  not 
properly  aimed  at  the  abuses  sought  to  be  guarded  against;   they  lack 
any  tax  policy  justification;   they  would  create  an   intolerably 
uncertain  environment  for    independent  contractors  and  users  thereof; 
and  they  would   introduce   into  the  nation's  labor  muikci  JiumuLic 
distortions  with  no  perceptible  gain  to  society. 

Finally,   if  the  Congress  deems  it  appropriate  to  act   in  this 
area,   it  should  clearly  articulate  its  justifications  for   the 
changes,  debate  them  on  their   true  merits,  and  include  the  specific 
changes  in  the  proposed  legislation,  not  leave  the  specifics  to  an 
administrative  agency.     The  Coalition  submits  that  no  change  of  this 
magnitude  should  be  cast  as  a  mere  anti-abuse  measure  tied  to  an 
overshadowing  health  care  reform  proposal. 
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Statement 

of  the 

U.S.  Chamber 

of  Commerce 


ON: 

HEALTH  CARE  REFORM  AND 

SMALL  BUSINESS 

TO: 

HOUSE  COMMITTEE  ON 

SMALL  BUSINESS 

DATE: 

AUGUST  4.  1994 

BY: 

JULIE  LEIGH  GACKENBACH 

The  Chamber  s  mission  is  tc  advance  human  progress  through  an  economic. 

political  and  social  system  based  on  individual  freedom. 

incentive   initiative,  opportunity  and  responsibility. 
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The  U.S.  Chamber  of  Commerce  is  the  world's  largest  federation  of  businesses  and 
associations  and  is  the  principal  spokesman  for  the  American  business  community.  It 
represents  more  than  215.000  businesses  and  organizations,  including  3,000  local  and  state 
chambers  of  commerce.  1.200  trade  and  professional  associations,  69  American  Chambers  of 
Commerce  abroad,  and  1 1  bilateral  international  business  councils. 

More  than  96  percent  of  the  Chamber's  members  are  small  businesses  with  fewer  than 
100  employees,  71  percent  of  which  have  fewer  than  10  employees.  Yet,  virtually  all  of  the 
nation's  largest  companies  are  also  active  members.  We  are  particularly  cognizant  of  the 
problems  of  smaller  businesses,  as  well  as  issues  facing  the  business  community  at  large. 

Besides  representing  a  cross-section  of  the  American  business  community  in  terms  of 
number  of  employees,  the  Chamber  represents  a  wide  management  spectrum  by  type  of 
business  and  location.  Each  major  classification  of  American  business  --  manufacturing, 
retailing,  services,  construction,  wholesaling,  and  finance  -  numbers  more  than  10.000 
members.  Yet  no  one  group  constitutes  as  much  as  32  percent  of  the  total  membership. 
Further,  the  Chamber  has  substantial  membership  in  all  50  states. 

The  Chamber's  international  reach  is  substantial  as  well.  It  believes  that  global 
interdependence  provides  an  opportunity,  not  a  threat.  In  addition  to  the  69  American 
Chambers  of  Commerce  abroad,  an  increasing  number  of  members  are  engaged  in  the  export 
and  import  of  both  goods  and  services  and  have  ongoing  investment  activities.  The  Chamber 
favors  strengthened  international  competitiveness  and  opposes  artificial  U.S.  and  foreign 
barriers  to  international  business. 

Positions  on  national  issues  are  developed  by  a  cross-section  of  Chamber  members 
serving  on  committees,  subcommittees,  and  task  forces.  Currently,  some  1,800  business  people 
participate  in  this  process. 
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STATEMENT 

on 

HEALTH  CARE  REFORM  AND  SMALL  BUSINESS 

before  the 

HOUSE  COMMTTTEE  ON  SMALL  BUSINESS 

for  the 

U.S.  CHAMBER  OF  COMMERCE 

by 

JULIE  LEIGH  GACKENBACH 

August  4,  1994 


I  am  Julie  Leigh  Gackenbach,  Director  of  the  Tax  Policy  Center  of  the  U.S.  Chamber 
of  Commerce.  On  behalf  of  our  215,000  member  businesses,  1 ,200  associations,  3,000  state 
and  local  chambers  of  commerce,  and  69  American  Chambers  of  Commerce  abroad,  I  thank 
the  Committee  for  this  opportunity  to  present  our  views  on  health  care  reform  legislation  and 
its  effect  on  small  business. 

The  Chamber  commends  the  Committee  for  conducting  this  hearing.  Health  care 
reform  touches  the  lives  of  each  American  and  will  have  a  profound  impact  on  our  nation's 
businesses.   Perhaps  nowhere  is  this  impact  greater  than  on  America's  small  businesses.  The 
nation  has  traditionally  looked  to  these  small  businesses  as  the  engines  of  our  economic 
growth  and  our  primary  job-creators.  What  is  at  stake  in  health  care  reform  for  these 
businesses  is  their  growth  and  survival,  and  we  cannot  fail  to  appreciate  how  they  will  be 
a^ected  by  any  health  care  reform  proposal. 

More  than  96  percent  of  the  Chamber's  members  employ  fewer  than  100  people  and 
71  percent  employ  fewer  than  ten.  Legislative  proposals  recognize  that  these  businesses  face 
their  greatest  problems  in  securing  affordable  health  insurance.  For  years,  small  businesses 
have  sought  relief  from  escalating  costs,  medical  underwriting,  state  benefit  mandates,  and 
other  impedimenu  to  affordable  health  insurance.  Congressional  proposals  ranging  from 
federal  subsidies,  to  insurance  reform,  to  government  control,  have  been  suggested  to  address 
these  problems. 

America's  small  businesses  have  been  hit  particularly  hard  by  the  increases  in  health 
care  costs  and  have  long  supported  reform  measures  building  on  the  current  private  insurance 
system.  The  critical  task  for  small  businesses  in  evaluating  the  varied  health  care  reform 
proposals  is  determining  when  the  cure  becomes  worse  than  the  disease. 
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"No  Mandates,  No  Goveminent  Takeover,  No  Hurry" 

Businesses  have,  and  continue  to  be,  engaged  in  a  thorough  evaluation  and  judgement 
process  regarding  health  care  reform.  Their  evaluation  came  through  loud  and  clear  in  the 
results  of  the  Chamber's  health  care  membership  survey,  the  largest  in  our  history. 

Of  the  40,000  respondents,  three-quarters  of  the  businesses  employ  fewer  than  25 
employees  and  92. S  percent  have  less  than  100  employees.  The  consistent  message  from 
these  small  businesses  was  that  successful  health  care  reform  must  be  predicated  on  enhancing 
the  current  system,  rather  than  redesigning  it  altogether.  Reform  of  massive  proportions, 
undertaken  in  haste,  is  viewed  as  decidedly  dangerous. 

Businesses,  particularly  small  businesses,  are  wary  of  any  health  care  reform  that 
includes  employer  mandates,  tax  increases,  or  government  intervention.  To  this  end,  the 
Chamber  initiated  a  national  Employer  Health  Care  Protection  Pledge.  Thousands  of  business 
owners  have  urged  their  elected  officials  to  pledge  to  rqect  any  health  care  reform  package 
that  contains  an  employer  mandate,  or  new  employer  taxes,  or  provides  for  an  expanded 
government  bureaucracy  that  will  impose  burdensome  regulations  on  employers. 


Employer  Mandates 

The  health  care  reform  proposal  that  would  have  the  single  greatest  effect  on  small 
business  is  the  employer  mandate.   By  nearly  a  three-to-one  margin.  Chamber  members 
rejected  employer  mandates.  Snudl  businesses  recognize  the  plain  truth:  employer  mandates 
are  job-killers.  Health  care  reform  proposals  pending  in  the  U.S.  House  of  Representatives, 
including  the  recently  released  Gephardt  proposal,  would  require  employers  to  pay  up  to  80 
percent  of  the  cost  of  health  care  insurance  premiums  for  their  employees.  This  mandate 
would  cost  American  jobs  and  small  businesses  would  bear  a  disproportionate  share  of  this 
job  loss.  Estimates  of  national  job  loss  range  from  a  low  of  150,000  by  the  firm  Lewin-VHI 
to  600,000  by  the  White  House  itself  to  over  3.8  million  according  to  analysis  conducted  by 
CONS  AD  Research. 

Majority  Leader  Gephardt  estimates  that  the  employer  mandate  included  in  the 
Leadership's  reform  package  would  cost  an  employer  with  100  employees  and  an  average 
payroll  of  $1 1,000,  a  total  of  $2,625  per  worker,  per  year.  We  cannot  overlook  for  a  single 
second  that  this  represents  an  overwhelming  23.9  percent  increase  in  this  small  employer's 
labor  costs.  This  point  cannot  be  underestimated.  Such  an  increase  is  the  equivalent  of  a 
three-fold  increase  in  the  employer's  federal  PICA  tax  liability  and  is  one  and  a  half  times  the 
single  largest  increase  in  the  minimum  wage. 
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Small  employers  faced  with  these  cost  increases  will  have  no  choice  other  than  to 
reduce  their  payrolls  through  a  reduction  in  the  number  of  jobs,  wage  rates,  or  number  of 
hours  worked.  One  point  is  crystal  clear  to  America's  small  businesses:  an  employer  mandate 
would  cost  hundreds  of  thousands  of  workers  their  jobs  and  millions  more  would  see  their 
wages  significantly  reduced. 


GOVERNMENT  BUREAUCRACY 

Businesses  overwhelmingly  endorse  a  free-market  approach  to  health  care  reform. 
Specifically,  any  government-run  health  care  system  was  labeled  unacceptable  by  87.2  percent 
of  the  respondents  in  the  Chamber's  membership  survey.  Unfortunately,  the  reform  plans 
oidorsed  by  the  House  Ways  and  Means  and  Education  and  Labor  Committees,  as  well  as  the 
plan  offered  by  the  House  Leadership,  rely  heavily  on  government  intervention.  Such 
intnisive  federal  oversight  would  hamper  the  efficient  operation  of  the  market  and  is  counter 
to  a  professed  intent  to  streamline  the  existing  health  care  bureaucracy. 

All  three  plans  vest  power  in  the  federal  government  to  dictate  a  national  minimum 
benefits  package,  adopting  a  one-size-fits-all  approach  to  health  care  reform.  Furthermore, 
each  plan  envisions  vast  new  bureaucracies  to  oversee  and  enforce  new  benefit  standards  and 
employer  mandates.  The  Leadership  plan  and  the  Ways  and  Means  Committee  bill  take 
government  intervention  one  step  Airther  by  creating  a  new  and  costly  federal  entitlement 
program  called  Medicare  Part  C.  This  new  entitlement  program  would  cover  90  million 
individuals  not  connected  to  the  workforce,  part-time  and  seasonal  employees,  and  low- 
income  employees  and  their  dependents  in  firms  with  fewer  than  100  employees.  By 
combining  Medicare  Part  C  widi  the  existing  Parts  A  and  B,  over  SS  percmt  of  Americans 
would  be  covered  under  a  government-run  health  care  system. 

Our  nation's  businesses  and  the  American  consumer  will  bear  the  consequences  of  this 
entitlement  program.  As  we  have  witnessed  with  the  current  Medicare  and  Medicaid, 
programs  the  actual  costs  for  these  programs  far  exceed  the  annual  expenditure  projections. 
Further,  the  programs  underpay  providers,  leaving  the  American  taxpayers  to  pick  up  the  tab 
in  the  form  of  increased  taxes  and  premiums.  Such  cost-shifting  is  particularly  detrimental  to 
small  businesses.  Placing  more  than  half  of  our  nation  into  such  a  system  will  only 
exacerbate  our  current  health  care  problems. 


TAX  TREATMENT  OF  PREMIUM  COSTS 

Various  health  care  reform  initiatives  propose  to  alter  the  tax  treatment  of  insurance 
premium  costs.  The  House  Leadership  plan  would  limit  the  employee  exclusion  for  benefits 
received  through  a  cafeteria  plan  or  flexible  ending  account.  The  Finance  Committee  bill 
would  impose  a  25  percent  excise  tax  on  so-called  high-cost  health  care  plans. 
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The  employer  deduction  and  the  employee  exclusion  were  instituted  to  encourage 
employers  to  offer  and  employees  to  accept  health  insurance.  These  incentives  have  worked 
well  -  more  than  150  million  Americans  now  receive  insurance  through  an  employer. 
Placing  limits  on  the  employer  deduction  and/or  the  employee  exclusion,  or  imposing  punitive 
taxes  on  premiums,  will  simply  increase  the  cost  of  providing  health  insurance  while  doing 
nothing  to  control  escalating  health  care  costs. 

The  Finance  Committee  approach  would  subject  40  percent  of  employers  to  the  25 
percent  excise  tax,  regardless  of  what  cost-containment  efforts  the  employer  undertakes. 
Such  action  would  penalize  companies,  particularly  smaller  businesses,  with  older  workers,  or 
those  who  have  poor  experience  ratings.  The  House  Leadership  plan  would  place  limits  on 
the  employee  exclusion.  As  a  result,  employees  would  be  discouraged  from  receiving  many 
cost-effective  preventive  and  primary  care  services. 

Finally,  we  are  particularly  discouraged  that  many  plans  do  not  provide  for  full 
deductibility  of  health  insurance  costs.  Sound  tax  policy  dictates  full  deductibility  of  premium 
costs  or  self-insurance  costs  as  ordinary  and  necessary  business  expenses.  The  Chamber 
believes  it  is  vital  that  all  employers,  including  the  self-employed,  be  permitted  to  deduct  100 
percent  of  their  health  insurance  expenses.  The  Ways  and  Means  Committee  rejected  an 
amendment  to  make  permanent  and  increase  the  deduction  to  100  percent  for  the  self-insured 
and  the  House  Leadership  plan  makes  no  provision  for  this  important  deduction. 

Beginning  in  1986,  self-employed  individuals  were  permitted  to  deduct  25  percent  of 
the  amount  paid  for  health  insurance  for  the  individual,  their  spouse  and  dependents  and 
employees.  This  provision  has  been  repeatedly  extended  but  has  been  allowed  to  l^se  since 
December  31  of  last  year.  The  Chamber  supports  permanent  extoision  of  this  tax  deduction 
and  increasing  the  deduction  to  100  percent.  Unincorporated  small  business  owners  should 
have  a  full  deduction  like  their  incorporated  competitors.  These  self-employed  business 
owners  provide  jobs  for  more  than  20  million  Americans  and  if  the  deduction  is  allowed  to 
continue  to  lapse,  these  individuals  could  be  faced  with  increases  of  as  much  as  1 1  percent  in 
the  after-tax  cost  of  their  health  insurance  premiums.  At  a  time  when  the  nation  is 
considering  legislation  to  deal  with  the  problem  of  the  uninsured,  it  makes  no  sense  to  allow 
this  important  tax  deduction  to  lapse.  Indeed,  from  a  health  policy  perspective,  the  25  percent 
deduction  not  only  should  be  retained,  but  also  should  be  increased  to  100  percent. 


S-CORPORATIONS 

X 

More  than  1.6  million  firms,  are  organized  as  Subchapter  S  corporations.  These 
corporations  face  unique  challenges  in  the  health  care  reform  battle.  Various  reform  proposals 
would  tax  the  income  of  certain  S  corporations  as  wages  for  self-employment  tax  purposes. 
Under  current  law,  employee-shareholders  of  S  corporations  pay  FICA  and  other  employment 
taxes  on  their  wages  and  salaries.  However,  certain  proposals,  including  the  Finance 
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Committee  plan,  would  impose  the  2.9  percent  Medicare  tax  on  80  percent  of  their  earnings 
from  the  company,  including  non-wage  income  that  represents  a  return  on  investment. 

This  provision  would  impose  an  arbitrary  and  unfair  tax  on  America's  growing 
businesses.  In  addition  to  increasing  their  tax  burden  and  reducing  capital  available  for 
reinvestment,  the  provision  could  result  in  a  substantial  increase  in  the  health  care  premiums 
that  an  S  corporation  would  have  to  pay  for  all  of  its  employees.  It  would  add  the  non-wage 
income  of  S  corporations  to  the  total  payroll  amount  of  the  business  for  purposes  of 
determining  the  health  care  premiums  that  business  must  pay  or  the  tax  credit  to  which  it 
would  be  entitled.  The  changes  would  also  place  S  corporations  in  a  worse  tax  position  than 
C  corporations,  which  would  not  be  subject  to  this  additional  tax,  further  penalizing  the  firms 
which  bore  the  burden  of  the  tax  increase  enacted  last  year  by  the  Omnibus  Budget 
Reconciliation  Act. 

INDEPENDENT  CONTRACTORS 

Like  S  corporations,  independent  contractors  face  a  full  frontal  assault  in  various 
health  care  reform  proposals.  More  than  five  million  Americans  maintain  independent 
contractor  status  ~  a  time-honored  tradition  reflecting  the  American  spirit  of  independence 
and  entrepreneurship.  Independent  contractor  status  offers  advantages  for  businesses, 
employees,  and  the  nation  as  a  whole  by  fostering  iimovation,  creativity,  and  productivity. 

The  classification  of  a  worker  as  either  an  employee  or  independent  contractor  has 
implications  for  both  businesses  and  workers.  Classificatidn  determines  the  party  responsible 
for  income  tax  withholding  and  the  payment  of  Social  Security  and  unemployment 
compensation  taxes.  In  regard  to  h«dth  reform,  classification  is  critical  for  determining 
coverage  eligibility.  This  is  particularly  true  in  the  event  of  an  employer  mandate  and/or  a 
payroll  tax. 

Early  proposals  would  have  granted  the  Department  of  Treasury  broad  authority  to 
reclassify  workers  for  purposes  of  health  insurance  coverage.  The  final  version  of  the  Ways 
and  Means  Committee  bill  would  direct  Treasury  to  make  recommendations  by  January  1 , 
1996  regarding  independent  contractors.  We  view  independent  contractors  as  a  vital  segment 
of  the  American  work  force.  We  stand  ready  to  work  with  Congress  and  the  Internal 
Revenue  Service  to  resolve  costly  conflicts  regarding  general  classifications.  We  do  not, 
however,  believe  that  separate  legislative  treatment  is  necessary  in  the  context  of  health  care 
reform. 


What  Can  Be  Done 

Although  Americans  clearly  do  not  want  Congress  to  enact  any  hasty  and  all- 
encompassing  reform  legislation,  Chamber  members  have  embraced  major  reforms  which  will 
fix  what  is  wrong  with  the  nation's  health  care  system  without  destroying  jobs,  quality  of 
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care,  or  consumer  choice  or  without  imposing  a  government-run  system  financed  on  the  backs 
of  Main  Street  business.  The  majority  of  these  reforms  have  bipartisan  Congressional  support. 

We  should  continue  to  move  forward  in  the  areas  where  broad  consensus  exists.  The 
multi-faceted  nature  of  the  problems  facing  our  health  care  system,  as  well  as  the  political  and 
budgetary  dynamics  of  the  dd)ate,  suggest  that  we  adopt  an  incremental  ^jproach  to  health 
care  reform.  The  requisite  consensus  has  developed  in  a  number  of  areas  which  would 
produce  meaningful  reform  without  bankrupting  our  nation's  small  businesses. 

The  Chamber  has  endorsed  an  eight-point  framework  for  positive  health  care  reform 
which  is  free  of  mandates,  new  taxes,  and  expanded  bureaucracy.  The  eight  elements  seek 
solutions  targeted  to  specific  problems,  as  follows: 

4        Price  and  quality  report  cards  would  allow  consumers  to  compare  the 
performance  of  the  health  plan  they  select  with  others  in  the  market.  Such 
information  could  be  used  to  see  which  plan's  record  had  the  best  balance  of 
successful  outcomes  and  reasonable  price. 

♦  Insurance  markrt  reform  designed  to  address  the  issues  of  availability  and 
portability  of  health  insurance  coverage.  Insurers  would  be  required,  for 
example,  to  offer  insurance  to  anyone  who  wanted  it  and  would  not  be  able  to 
cancel  coverage  based  on  a  person's  or  group's  experience.  Limits  would  also 
be  placed  on  the  ability  to  deny  coverage  for  pre-existing  conditions. 

♦  Consumer  choice  among  a  variety  of  health  plan  structures  (HMO,  PPO, 
point-of-service,  indemnity,  etc.)  should  be  facilitated,  but  incentives  for 
consumer  price  sensitivity  should  be  built  into  the  process.  That  is, 
consumers  should  be  able  to  save  money  by  selecting  a  lower-cost  plan,  and 
should  participate  in  the  cost  of  medical  services  through  co-payments  and 
deductibles. 

♦  Voluntary  purchasing  pools  to  provide  small  employers  and  individuals  with 
the  same  economies  of  scale  and  market  leverage  enjoyed  by  large  employers. 

♦  Administrative  simplification  measures  would  include  standardized  claim 
forms,  greater  emphasis  on  electronic  processing,  and  computerized  patient 
records. 

♦  Malpractice  reforms  that  include  a  cap  on  non-economic  damages  and 
contingency-fee  percentages,  provision  for  periodic  payments,  and  a  mandatory 
offset  of  payments  received  from  collateral  sources  (e.g., health  insurance  and 
disability  benefits  or  auto  insurance.) 
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A  standard  minimum  benents  package  that  all  insurers  would  be  required  to 
offer  so  that  consumers  would  have  a  fixed  basis  for  comparison  shopping. 
The  package  could  be  modified  by  agreement  between  the  insurer  and  the 
purchaser  (whether  individual  or  employer)  to  suit  different  needs  and 
preferences. 

100  percent  deductibility  of  health  insurance  expenses  by  the  self-employed, 
ending  an  indefensible  discrqKuicy  in  how  different  business  structures  are 
treated  for  tax  purposes. 


Our  220,000  members,  indeed  the  business  community  at  large  and  the  American 
people  in  general,  have  spoken  clearly  on  the  need  for  deliberate  health  care  reform.  We 
believe  Congress  should  move  to  enact  the  fundamental  health  care  reforms  which  the 
American  public  believe  are  necessary.  We  are  increasingly  confident  that  Congress  will  see 
that  this  approach  is  the  right  one  for  health  care  reform  and  it  is  what  our  nation's  businesses 
and  the  American  people  want. 

We  appreciate  the  opportunity  to  work  with  this  Committee  and  the  Congress  to  enact 
real  health  care  reform  without  employer  mandates,  employer  tax  increases,  or  imposing  a 
government-run  health  care  system. 
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IMPROVING  INDEPENDENT  CONTRACTOR  COMPLIANCE  WITH  TAX  LAWS 

SUMMARY  OF  STATEMENT  OF 

NATWAR  M.  GANDHI 

ASSOCIATE  DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES 

U.S.  GENERAL  ACCOUNTING  OFFICE 


Various  health  reform  proposals  would  require  many  employers  to 
pay  most  of  the  health  insurance  premiums  for  their  employees. 
Although  we  are  not  taking  a  position  on  the  overall  desirability 
of  such  a  mandate,  any  mandate  could  induce  employers  to  use  more 
Independent  contractors  to  cut  costs . 

However,  a  large-scale  shift  towards  reclassifying  employees  as 
Independent  contractors  raises  serious  tax  compliance  concerns 
and  will  likely  lead  to  tax  revenue  losses.   IRS  data  show  that 
independent  contractors,  compared  to  employees,  are  more  likely 
to  (1)  underreport  their  income  on  tax  returns,  (2)  account  for  a 
larger  share  of  the  annual  income  tax  gap,  and  (3)  be  delinquent 
In  paying  taxes.   Also,  the  shift  will  likely  result  in  employers 
misclassifying  more  employees  as  independent  contractors  because 
of  factors  such  as  confusing  classification  rules. 

To  address  concerns  about  misclassifying  employees  as  independent 
contractors,  some  reform  proposals  have  provisions  for  clarifying 
the  classification  rules  through  regulation  or  legislation. 
Current  law  largely  prohibits,  and  the  business  community  has 
opposed,  the  regulatory  approach.   GAO  has  believed  that  the 
classification  rules  need  to  be  clarified  as  far  back  as  1977, 
when  it  found  the  classification  rules  to  be  unclear  and  subject 
to  conflicting  interpretations.   The  Treasury  Department 
acknowledged  these  problems  in  1982  and  again  in  1991. 
Nevertheless,  the  classification  rules  remain  unclear. 

To  address  concerns  about  tax  revenue  losses  stemming  from  an 
Increase  in  the  number  of  Independent  contractors,  some  health 
reform  proposals  also  contain  measures  to  improve  information 
reporting  on  payments  to  independent  contractors.   GAO  believes 
that  improved  information  reporting  would  likely  increase  tax 
compliance  by  ind«apendent  contractors  and  has  recommended  several 
ways  to  make  improvements .   GAO  has  also  discussed  withholding 
taxes  on  payments  to  independent  contractors  as  an  option. 
Either  approach  should  improve  tax  compliance  and  could  be  done 
regardless  of  any  changes  to  the  classification  rules.   While 
both  approaches  would  increase  to  some  extent  the  burdens  on 
independent  contractors  and  businesses  that  use  them,  GAO 
believes  both  approaches  have  merit. 
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Mr.  Chairman  and  Members  of  the  Committee: 

We  are  pleased  to  present  our  views  on  the  tax  compliance  Issues 
arising  from  proposed  health  care  reform  provisions  that  affect 
the  use  of  Independent  contractors.   Our  testimony  Is  based  on 
our  extensive  body  of  work  on  tax  Issues  Involving  independent 
contractors  ( see  app .  I ) . 

Some  reform  provisions  touch  on  rules  for  classifying  workers  as 
employees  or  Independent  contractors  and  reporting  payments  made 
to  Independent  contractors  on  Information  returns.   Also,  some 
employers  could  be  mandated  to  pay  most  health  insurance  premiums 
for  their  employees.   Within  this  context,  our  major  points  are: 

Independent  contractors  tend  to  have  lower  tax  compliance 
than  employees. 

An  employer  mandate  could  Induce  employers  to  use  more 
independent  contractors,  some  of  which  will  be  misclassif led 
because  of  unclear  classification  rules. 

To  the  extent  that  health  reform  can  address  these  issues 
through  Improved  information  reporting  and  other  actions, 
the  better  for  tax  administration. 
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Let  me  first  point  to  basic  differences  between  an  independent 
contractor  and  employee  as  well  as  to  factors  affecting  employer 
classification  decisions.   Independent  contractors  are  commonly 
viewed  as  self-employed  workers  who  provide  services,  such  as 
legal  or  accounting  advice.^  Employees  also  may  provide 
services  but  usually  just  for  one  employer  over  a  longer  time. 

In  deciding  whether  to  classify  a  worker  as  an  independent 
contractor  or  employee,  an  employer  should  follow  rules  that 
evolved  under  the  common  law.   The  Internal  Revenue  Service  (IRS) 
has  adopted  20  rules  for  classifying  workers  (see  app.  II).   The 
rules  focus  on  the  degree  of  control  that  an  employer  has  over  a 
worker.   Workers  who  must  follow  instructions  on  when,  where,  and 
how  to  do  the  work  are  more  likely  to  be  viewed  as  employees. 

For  workers  classified  as  employees,  the  employer  must  withhold 
and  deposit  income  and  social  security  taxes  from  employee  wages . 
The  employer  is  also  required  to  pay  unemployment  taxes  and  a 
share  of  social  security  taxes.   Employers  also  may  provide 
benefits,  such  as  pension  or  health  insurance,  to  employees.   In 
addition,  federal  and  state  laws  provide  protections  for 
employees  in  such  areas  as  equal  employment  opportunity,  minimum 
wages  and  hours,  and  workers'  compensation. 


^In  fact,  independent  contractors  are  small  businesses. 
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In  contrast,  independent  contractors — not  the  employer- -have  to 
take  responsibility  for  their  taxes,  benefits,  and  Income  and  job 
security.   They  are  required  to  pay  their  income  taxes  and  the 
employer  and  employee  shares  of  social  security  taxes  (self- 
employment  tax) .   These  taxes  are  subject  to  IRS  rules  on  making 
quarterly  estimated  tax  payments.   Independent  contractors 
themselves  must  provide  for  any  benefit  packages,  such  as  life 
and  health  insurance,  they  choose  to  obtain. 

TAX  COMPLIANCE  ISSUES  ASSOCIATED 
WITH  INDEPENDENT  CONTRACTORS 

IRS  Studies  since  the  1970s  have  consistently  documented  a 
difference  in  tax  compliance  between  employees  and  self-employed 
workers  such  as  independent  contractors.   Employees  have 
historically  reported  almost  all  of  their  wage  income. 
Conversely,  IRS  has  found  that  independent  contractors,  in  the 
mid-1970s,  reported  74  percent  of  their  business  Income.   An  IRS 
study  of  independent  contractors  who  should  have  been  classified 
as  employees  found  that  they  only  reported  62  percent  of  their 
income  for  1984.' 

IRS'  most  recent  compliance  results  have  not  distinguished 


'Compliance  varied  dramatically  depending  on  whether  businesses 
filed  information  returns  on  the  Income.   Independent  contractors 
receiving  information  returns  reported  77  percent  of  the  income; 
those  not  receiving  the  returns  reported  29  percent. 
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independent  contractors  from  other  self-employed  workers — known 
as  sole  proprietors.   However,  these  results  continued  to  show  a 
large  difference  in  compliance  rates  between  sole  proprietors  and 
employees.^  Similarly,  IRS'  most  recent  tax  gap  estimates 
(i.e.,  the  gap  between  income  taxes  owed  and  voluntarily  paid  in 
a  year)  showed  a  much  larger  gap  for  all  sole  proprietors  than 
for  employees  who  underreported  their  income.* 

In  addition,  nonwage  earners  such  as  independent  contractors  owed 
75  percent  of  the  delinquent  taxes  but  comprised  only  6  percent 
of  all  individual  taxpayers.   In  sum,  the  compliance  differences 
in  reporting  income  and  paying  taxes  pose  serious  concerns  about 
employers  switching  from  employees  to  independent  contractors. 

Speaking  generally,  employers  may  switch  from  employees  to 
independent  contractors  to  reduce  labor  costs  and  burdens.*   In 
doing  so,  employers  sometimes  may  misclassify  employees  as 


'These  1988  results  showed  that  voluntary  tax  compliance  for  sole 
proprietors  was  about  80  percent  compared  to  93  percent  for  all 
individual  taxpayers,  including  sole  proprietors  and  employees. 

*Employees'  unreported  wages  created  a  $1.9  billion  tax  gap. 
Unreported  income  by  all  sole  proprietorships  (including  farmers 
and  informal  operators  such  as  street  vendors)  created  a  $32.1 
billion  gap.   IRS  data  did  not  show  independent  contractors' 
portion  of  this  tax  gap.   Various  problems  bar  us  from  carving 
out  this  portion,  but  we  are  working  with  IRS  to  isolate  the 
portion  created  by  sole  proprietors  who  provide  services . 

^Savings  from  using  Independent  contractors  have  not  been 
statistically  computed  but  some  businesses  said  these  savings  can 
be  significant.   Any  savings  would  depend  on  such  factors  as 
workforce  size  and  prevailing  wage  and  tax  rates. 
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independent  contractors.   Using  special  audit  results,  IRS  has 
estimated  the  extent  of  mlsclasslflcatlon  among  5.2  million 
businesses  (both  small  and  large)  that  filed  all  required 
employment  tax  returns  for  1984.   Of  this  population,  IRS 
estimated  that  760,000  of  the  businesses  (15  percent) 
mlsclasslfled  3.4  million  employees  as  Independent  contractors. 

Because  these  employees  viewed  themselves  as  Independent 
contractors,  they  could  have  deducted  business  expenses,  which 
would  have  reduced  their  taxable  Income.   Had  they  been  properly 
classified  as  employees,  they  generally  would  not  have  been 
allowed  to  deduct  these  expenses . 

REFORM  PROVISIONS  ATTEMPT  TO  ADDRESS  THE 
POTENTIAL  FOR  MISCLASSIFYING  MORE 
EMPLOYEES  AS  INDEPENDENT  CONTRACTORS 

Various  health  reform  proposals  would  require  many  employers  to 
pay  most  health  care  premiums  for  their  full-time  employees. 
Although  we  are  not  taking  a  position  on  the  overall  desirability 
of  a  mandate,  any  mandate  on  employers  would  likely  encourage 
them  to  restructure  their  workforces  to  use  more  independent 
contractors  in  order  to  avoid  additional  health  insurance  costs. 
Having  more  independent  contractors  raises  concerns.   They  tend 
to  have  lower  tax  compliance  compared  to  employees  and  employers 
sometimes  misclassify  employees  as  Independent  contractors 
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because  of  factors  such  as  unclear  classification  rules. 

To  address  such  concerns,  initial  reform  proposals  granted  the 
Secretary  of  Treasury  the  authority  to  issue  regulations  for 
clarifying  the  common  law  rules  that  govern  classification. 
Small  businesses  and  independent  contractors  alike  have  balked  at 
this  provision.   Given  this  opposition,  recent  reform  proposals 
instead  would  require  the  Secretary  of  Treasury  to  propose 
legislation  that  would  clarify  the  classification  rules. 

This  opposition  centered  on  the  belief  that  the  Treasury  would 
develop  restrictive  rules  that  would  favor  the  employee 
classification  and  enable  IRS  to  force  many  businesses  into 
reclassifying  workers,  as  it  did  in  the  1960s  and  1970s.   These 
reclassifications  often  resulted  in  large  retroactive  tax 
assessments  against  businesses  that  misclassified  workers. 

The  resulting  controversy  led  Congress  in  1978  to  limit  IRS' 
authority  to  reclassify  workers.   Section  530  of  the  1978  Revenue 
Act  protects  employers  from  IRS  ever  reclassifying  their  workers. 
To  obtain  this  protection,  employers  must  show  that  they  had  a 
reasonable  basis  for  their  classifications,  such  as  prior  IRS 
audit  results,  and  met  other  criteria,  such  as  filing  all 
required  information  returns.   It  also  bars  the  Treasury  and  IRS 
from  issuing  further  regulations  on  applying  the  common  law 
rules.   Intended  as  a  temporary  stopgap.  Section  530  still  exists 
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after  unsuccessful  attempts  to  pass  a  law  that  would  clarify  the 
subjective  classification  rules. 

Some  reform  proposals  would  codify  a  revised  version  of  Section 
530.   These  revisions  include  (1)  lifting  the  bans  against  IRS' 
reclassification  of  workers  for  future  periods  and  against 
issuance  of  regulations  on  the  common  law  rules,  and  (2) 
restricting  the  prior  audit  basis  to  audits  that  had  checked 
classification  practices.   Such  revisions  would  be  generally 
consistent  with  our  positions  in  previous  reports.' 

Changes  that  improve  the  classification  rules  are  needed.   We 
believe  that  the  common  law  rules  for  classifying  workers  remain 
as  unclear  and  subject  to  conflicting  interpretations  as  we  found 
them  in  1977.^  The  Treasury  Department  acknowledged  in  1982  and 
again  in  1991  that  "applying  the  common  law  test  in  employment 
tax  issues  does  not  yield  clear,  consistent,  or  satisfactory 
answers,  and  reasonable  persons  may  differ  as  to  the  correct 
classification."* 


*Tax  Administration:   Information  Returns  Can  Be  Used  to  Identify 
Emolovers  Who  Misclassifv  Workers  (GAO/GGD-89-107,  Sept.  25, 
1989)  and  Tax  Administration;   Approaches  For  Improving 
Independent  Contractor  Compliance  (GAO/GGD-92-108,  July  23,  1992) 

^Tax  Treatment  of  Employees  and  Self -Employed  Persons  bv  the 
Internal  Revenue  Service;   Problems  and  Solutions  (GAO/GGD-77-88, 
Nov.  21,  1977). 

*Taxation  of  Technical  Services  Personnel;   Section  1706  of  the 
Tax  Reform  Act  of  1986.  Department  of  the  Treasury,  Report  on 
Congress  (Washington,  D.C.:  Mar.  1991). 
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We  still  believe  that  the  rules  need  clarification  to  ensure 
greater  certainty  and  consistency  for  IRS,  employers,  and  workers 
alike.   We  have  recommended  that  Congress  enact  legislation  that 
resolves  the  classification  controversy.   Our  1992  report  also 
discussed  the  advantages  of  lifting  the  Section  530  prohibition 
against  IRS  issuing  regulations  on  applying  the  common  law  rules. 
If  it  lifts  the  prohibition.  Congress  could  monitor  how  well  IRS 
and  Treasury  work  with  business  taxpayers  to  develop  mutually 
acceptable  regulations  to  guide  all  affected  parties.   We  believe 
a  cooperative  relationship  is  desirable  and  could  produce 
classification  rules  that  offer  more  clarity  and  consistency. 

REFORM  PROVISIONS  COULD  ADDRESS 
CONCERNS  ABOUT  TAX  COMPLIANCE 
AMONG  INDEPENDENT  CONTRACTORS 

In  addition  to  misclassif ication,  having  more  independent 
contractors  raises  concerns  about  their  lower  tax  compliance 
compared  to  employees.   IRS  and  tax  researchers  generally  agree 
that  these  compliance  differences  can  be  explained  by 
"opportunity."  Being  subjected  to  income  tax  withholding  (unlike 
independent  contractors),  employees  have  little  opportunity  to 
underreport  income  and  escape  detection.   Withholding  provides 
employees  with  a  gradual  and  systematic  way  to  pay  their  taxes. 
It  also  facilitates  IRS  tax  collection  by  consolidating  and 
filtering  periodic  tax  payments  from  millions  of  employees 
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through  their  employers. 

Our  1992  report  discussed  withholding  taxes  on  payments  made  to 
Independent  contractors  as  a  way  to  Improve  tax  compliance  among 
Independent  contractors.   Withholding  has  been  the  cornerstone  of 
our  tax  compliance  system  for  employees.   We  concluded  that 
noncompliance  among  Independent  contractors  was  serious  enough  to 
warrant  some  form  of  withholding  on  their  Income. 

We  continue  to  believe  that  withholding  has  merit  despite  several 
problems  that  would  need  to  be  resolved.   For  example,  withheld 
amounts  would  need  to  account  for  business  expenses  that  reduce 
net  Income  and  taxes  owed.   Because  some  Independent  contractors 
Incorporate  their  businesses,  withholding  would  also  need  to 
apply  to  them  as  well.   Given  such  issues,  a  withholding  scheme 
may  need  to  exempt  some  independent  contractors . 

Absent  tax  withholding,  information  reporting  helps  reduce  the 
opportunity  to  underreport  Income.'  Over  the  years,  we  have 
found  that  Information  reporting  Improves  voluntary  compliance  as 
well  as  IRS'  ability  to  find  unreported  Income.   Specifically, 
one  IRS  study  showed  that  Independent  contractors  reported  97 
percent  of  the  Income  that  appeared  on  an  Information  return. 


*Thlrd-party  payors  such  as  employers  and  banks  send  information 
returns  to  IRS  and  the  payee  to  report  payments  such  as  wages. 
Interest,  and  dividends  as  well  as  manif  payments  made  to 
independent  contractors  for  services  provided. 
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otherwise,  they  only  reported  83  percent  of  the  Income — a  decline 
of  14  percentage  points .  ^° 

Even  so,  tax  law  does  not  require  information  reporting  for  all 
independent  contractor  payments.   Payments  made  to  independent 
contractors  who  incorporate  or  who  provide  services  to  households 
are  not  subject  to  Information  reporting.   Nor  are  payments  to  an 
independent  contractor  that  fall  below$600  for  a  calendar  year. 

Our  1992  report  also  discussed  information  reporting  for 
independent  contractors  as  a  way  to  improve  compliance.   While 
others  may  exist,  we  identified  eight  options  to  strengthen  this 
information  reporting  and  close  potential  loopholes.   These 
options  are  listed  in  appendix  III. 

Given  concerns  about  independent  contractor  compliance,  many 
reform  proposals  have  included  two  provisions  that  we  have 
generally  supported  in  the  past.   First,  the  $50  penalty  for  not 
filing  an  information  return  would  be  increased  significantly. 
Second,  the  $50  penalty  would  apply  (instead  of  this  new,  larger 
penalty)  if  the  employer  reported  at  least  97  percent,  as 
required,  of  all  aggregated  payments  to  independent  contractors 
for  that  calendar  year.  We  continue  to  support  these  provisions 


^"Although  not  involving  independent  contractors,  we  found  that 
taxpayers  only  reported  1  percent  of  their  forgiven  debt  income 
without  information  returns  compared  to  48  percent  with  these 
returns  (Tax  Administration;   Information  Returns  Can  Improve 
Reporting  of  Forgiven  Debts.  GAO/GGD-93-42,  Feb.  17,  1993). 
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and  encourage  Congress  to  consider  our  other  options  for 
improving  Information  reporting. 


That  concludes  my  statement.   I  will  be  pleased  to  try  to  answer 
any  questions  you  or  other  Committee  members  may  wish  to  raise. 
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APPENDIX  I  APPENDIX  I 

RELATED  GAP  PRODUCTS 


Tax  Treatment  of  Employees  and  Self -Employed  Persons  by  the 
Internal  Reyenue  Service;   Problems  and  Solutions  (GAO/GGD-77-88, 
Noy.  21,  1977). 

IRS  and  SSA  Can  Improve  the  Verification  and  Recording  of  Data 
Provided  by  Self -Employed  Taxpayers  (GAO/GGD- 85-21,  May  28, 
1985). 

Tax  Administration:   State  and  Local  Compliance  With  IRS' 
Information  Reporting  Requirements  (GAO/GGD-89-63,  May  4,  1989). 

Information  Return  Requirements  for  Independent  Contractors 
(GAO/T-GGD-89-21,  May  16,  1989). 

Tax  Administration;   Information  Returns  Can  Be  Used  to  Identify 
Employers  Who  Misclassifv  Workers  (GAO/GGD-89-107,  Sept.  25, 
1989). 

Tax  Administration;   Missinq  Independent  Contractors'  Information 
Returns  Not  Always  Detected  (GAO/GGD-89-110,  Sept.  8,  1989). 

Tax  Administration;   IRS  Can  Improve  Its  Program  To  Find 
Taxpayers  Who  Underreport  Their  Income  (GAO/GGD- 9 1-4 9,  Mar.  13, 
1991). 

Tax  Administration:   Approaches  for  Improving  Independent 
Contractor  Compliance  (GAO/GGD-92-108,  July  23,  1992). 

Tax  Administration:   Improving  Independent  Contractor  Compliance 
(GAO/T-GGD-92-63,  July  23,  1992). 

Tax  Administration;   Federal  Agencies  Should  Report  Service 
Payments  Made  To  Corporations  (GAO/GGD-92-130,  Sept.  22,  1992). 

Correspondence  to  the  Honorable  Daniel  Patrick  Moynihan  regarding 
information  reporting  on  payments  made  to  corporations  for 
services  rendered.   July  27,  1993. 

Tax  Gap;   Many  Actions  Taken.  But  a  Cohesive  Compliance  Strategy 
Needed  (GAO/GGD-94-123,  May  11,  1994). 

Tax  Administration;   IRS  Can  Better  Pursue  Noncompliant  Sole 
Proprietors  (GAO/GGD-94-175,  Aug.  2,  1994). 
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APPENDIX  II  APPENDIX   II 

IRS'  COMMON  LAW  RULES 

IRS  has  summarized  the  common  law  in  20  rules.   The  facts  of  each 
case  govern  which  rules  apply,  and  the  weight  assigned  to  them, 
when  classifying  a  worker  in  any  particular  employment 
relationship.   Even  so,  workers  are  generally  employees  if  they: 

1.  Must  comply  with  employer's  instructions  about  the  work. 

2.  Receive  training  from  or  at  the  direction  of  the  employer. 

3.  Provide  services  that  are  integrated  into  the  business. 

4.  Provide  services  that  must  be  rendered  personally. 

5.  Hire,  supervise,  and  pay  assistants  for  the  employer. 

6.  Have  a  continuing  working  relationship  with  the  employer. 

7.  Must  follow  set  hours  of  work. 

8.  Work  full-time  for  an  employer. 

9.  Must  do  their  work  on  the  employer's  premises. 

10.  Must  do  their  work  in  a  sequence  set  by  the  employer. 

11.  Must  submit  regular  reports  to  the  employer. 

12.  Receive  payments  of  regular  amounts  at  set  intervals. 

13.  Receive  payments  for  business  and/or  travelling  expenses. 

14.  Rely  on  the  employer  to  furnish  tools  and  material. 

15.  Lack  a  major  investment  in  facilities  used  to  perform  the 
service. 

16.  Cannot  make  a  profit  or  suffer  a  loss  from  the  services. 

17.  Work  for  one  employer  at  a  time. 

18.  Do  not  offer  their  services  to  the  general  public. 

19.  Can  be  fired  by  the  employer. 

20.  May  quit  work  anytime  without  incurring  liability. 
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APPENDIX  III  APPENDIX  III 


OPTIONS  FOR  IMPROVING 

INFORMATION  REPORTING  ON 

PAYMENTS  TO  INDEPENDENT  CONTRACTORS 

In  addition  to  discussing  clearer  classification  rules  and 
withheld  taxes  on  payments  to  independent  contractors,  our  1992 
report  (Tax  Administration;   Approaches  For  Improving  Independent 
Contractor  Compliance  GAO/GGD-92-108,  July  23,  1992)  also 
discussed  information  reporting.   Specifically,  we  analyzed  the 
pros  and  cons  of  eight  options  for  improving  information 
reporting  on  payments  made  to  independent  contractors .   The 
options  follow. 

1)  Significantly  increase  the  $50  penalty  for  not  filing  an 
information  return. 

2)  Do  not  penalize  businesses  for  past  noncompliance  with 
information  reporting  laws  if  they  begin  to  file  information 
returns  when  the  penalty  is  increased. 

3)  Require  IRS  to  administer  an  education  program  to  make  the 
business  community  aware  of  the  filing  requirement  and  of 
IRS'  intention  to  vigorously  enforce  it. 

4)  Lower  the  $600  reporting  threshold  for  payments  to 
independent  contractors . 

5)  Require  information  reporting  for  payments  to  incorporated 
independent  contractors . 

6)  Require  businesses  to  separately  report  on  their  tax  return 
the  total  amount  of  payments  to  independent  contractors . 

7)  Require  businesses  to  validate  the  tax  Identification 
numbers  (TIN)  of  independent  contractors  before  making  any 
payments,  and  for  those  with  invalid  TINs,  withhold  20 
percent  of  payments  until  the  TIN  is  validated. 

8)  Require  businesses  to  provide  independent  contractors  with  a 
written  explanation  of  their  tax  obligations  and  rights. 


(268657) 
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Mr.  Chaini«an: 


My  name  is  Richard  Herring,  and  I  run  the  Gloucester  Company  in  Franklin, 
Massachusetts.  The  Gloucester  Company  is  a  small  manufacturer  of  caulking  compounds. 
In  New  England,  I  am  a  board  member  of  the  Smaller  Business  Association  of  New 
England  (SBANE).  Nationally,  I  serve  as  Legislative  Committee  chair  for  National  Small 
Business  United  (NSBU).  We  at  NSBU  very  much  appreciate  the  opportunity  to  be  here. 

National  Small  Business  United  represents  over  65,000  small  businesses  in  all  fifty 
states.  Our  association  works  with  elected  and  administrative  officials  in  Washington  to 
improve  the  economic  climate  for  small  business  growth  and  expansion.  We  have  always 
worked  on  a  bi-partisan  and  pro-active  basis.  In  addition  to  individual  small  business 
owners,  the  membership  of  our  association  includes  local,  state,  and  regional  small 
business  associations  across  the  country.  For  the  last  four  years,  health  care  reform  has 
been  our  top  federal  priority. 

This  hearing  has  been  called  primarily  to  ascertain  our  reactions  to  the  health  care 
reform  plans  being  bandied  about  Washington  in  these  waning  days  of  the  lOSrd 
Congress.  Though  we  have  many  specific  comments  on  these  plans,  I  would  like  to  focus 
my  comments  today  on  1)  the  impact  of  the  employer  mandates  on  small  businesses,  2) 
the  effectiveness  and  flexibility  of  the  mechanisms  through  which  small  employers  would 
purchase  insurance,  and  3)  the  lack  of  meaningful  attention  to  the  issue  of  cost 
containment 
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Before  going  on,  I  would  like  to  give  you  a  picture  of  where  NSBU  is  coming  from 
on  health  care  lefonn,  in  order  to  put  our  response  into  pra^pective. 

Our  plan  for  ensuring  that  all  Americans  have  health  coverage  has  been  consistent 
fOT  almost  three  years:  1)  require  everyone  to  have  coverage;  2)  reform  the  insurance 
system  so  no  one  can  be  denied  coverage;  and  3)  institute  a  system  of  federal  payments, 
based  upon  family  income,  so  that  everyone  can  afford  coverage.  It  is  a  plan  that 
responds  to  people,  not  to  businesses;  that  responds  to  health  care  needs,  not  to 
employment  status. 

Of  course,  the  details  of  our  plan,  like  everyone's,  become  considerably  more 
complex.  We  have  to  deal  with  critical  issues  such  as  who  gets  subsidized,  how  the  plan 
gets  enforced,  what  goes  into  a  basic  benefits  package,  how  tight  the  insurance  bands 
should  be,  and—the  biggest  question—how  to  keep  a  lid  on  costs;  but  all  of  these  questions 
can  only  be  addressed  once  we  have  decided  the  answer  to  the  most  fundamental  question 
in  this  debate:  Who  pays? 

I.  The  Mandate 

This  Committee  can  audiorize  new  programs  at  the  Small  Business  Administration 
(SBA)  and  feel  that  it  has  done  great  things  for  the  small  business  community,  but  if  the 
funds  to  pay  far  these  progrmas  are  not  approved  by  the  appn^niations  process,  nothing 
h^>pens.  The  concept  of  the  employer  mandate  suffers  from  the  same  kind  of  disconnect 
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Advocates  of  the  mandate  do  not  recognize  the  meaninglessness  of  calling  for  a  massive 
outlay  of  funds  when  there  are  no  funds  to  outlay. 

The  Choices 

It  seems  to  us  that  we  have  three  distinct  financing  options  for  a  universal  coverage 
plan:  1)  have  the  government  cover  everyone;  2)  require  employers  to  cover  all  of  their 
employees  and  dependents,  with  the  government  picking  up  the  rest;  or  3)  require  all 
individuals  to  have  coverage,  with  the  government  subsidizing  those  who  need  it  We 
have  rejected  the  government-run  option  on  philosophical  and  substantive  grounds.  In 
addition,  it  is  our  perception  that  such  a  system  stands  little  chance  of  adoption.  Between 
the  two  remaining  systems,  we  believe  that  the  individually-based  system  makes  far  more 
sense—for  businesses,  for  individuals,  for  providers,  and  for  the  nation. 

Unfortunately,  the  Clinton  Administration  and  the  leadership  in  both  the  House  and 
the  Senate  have  chosen  to  advocate  an  employer-based  approach—and  along  with  it,  an 
elaborate,  cumbersome,  imequitable,  and  painfully  expensive  system  of  subsidies  for  many 
small  employers. 

Problems  With  an  Employer  Mandate 

Any  employer-based  mandate  is  essentially  a  payroll  tax,  but  the  Clinton  plan 
makes  that  connection  explicit  by  gearing  premium  levels  to  payroll  levels  for  small 
en^loyers.  There  are  no  more  damaging  taxes  to  small  businesses  and  their  employees 
than  payroll  taxes. 
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Of  course,  higher  payroll  taxes  add  to  the  cost  of  current  employees,  increasing 
incentives  to  lower  wages  and  to  reduce  the  numbers  of  employees.  But  probably  of  even 
greater  importance  is  that  these  taxes  would  further  raise  the  hurdle  for  starting  a  new 
business  or  for  hiring  an  additional  employee.  The  continuous  flow  of  new  business  start- 
ups is  one  of  the  keys  to  the  success  of  the  U.S.  economy.  The  total  number  of  business 
start-ups  must  exceed  the  total  number  of  failures  in  order  to  keep  a  growing  small 
business  conununity— and  the  gap  between  these  groups  is  already  closer  than  many  people 
think.  Unfortunately,  payroll  taxes  are  likely  to  increase  the  failures  while  making  the 
start-ups  more  costly  and  difficult 

We  should  also  remember  that  payroll  taxes  (mandated  premiums)  must  be  paid 
whether  a  business  is  currently  profitable  or  not  A  highly  profitable  business  will  pay 
the  same  as  one  struggling  to  meet  payroll.  And  this,  we  feel,  is  perhaps  the  greatest 
problem  posed  by  an  employer  mandate:  its  complete  lack  of  flexibility.  A  survey  of  the 
small  business  community  sponsored  by  NSBU  and  Arthur  Andersen's  Enterprise  Group 
shows  that  small  employers  rely  heavily  iq)on  adjustments  in  order  to  cope  with  health 
care  cost  increases,  which  avoaged  14  percent  in  the  last  year.  In  the  year  ending  in  June 
of  1994,  small  business  owners  reported  that  they  changed  insurance  companies  (40 
percent),  changed  to  policies  with  higher  deductibles  (36  percent),  switched  to  HMO  or 
PPO  plans  (26  percent),  increased  employees'  c<mtiibutions  (25  percent),  chaiiged  to 
policies  with  higher  copayments  (22  pocent),  and  reduced  die  covered  benefits  (16 
pocent).  While  none  of  these  choices  is  pleasant,  they  rq>resent  the  sacrifices  made  evoy 
day  in  America's  small  businesses  to  keep  covoage  available,  to  keep  pe<^le  en^loyed, 
and  to  ke^  the  business  open  and  productive. 
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Under  the  Gephardt  and  Clinton  plans,  small  businesses  and  their  employees  will 
no  longer  have  the  option  of  purchasing  less  expensive  insurance  in  bad  economic  times, 
even  if  the  business  is  quickly  losing  money.  Unfortunately,  the  major  remaining  areas 
of  flexibility  for  the  business  will  be  wages  and  the  jobs  themselves.  This  problem  is  one 
more  reason  why  we  believe  that  the  health  care  mandate  should  be  severed  from  the 
work-place. 

The  Small  Business  Subsidy 

In  an  admirable  attempt  to  deal  with  many  of  these  employer  mandate  woes, 
virtually  every  plan  for  employer  mandates  includes  attempts  to  help  small  businesses 
through  an  elaborate  and  extraordinarily  expensive  system  of  subsidies.  In  actual  practice, 
these  systems  are  likely  to  be  incredibly  complex  and  will  not  necessarily  distribute  the 
subsidies  where  they  are  needed  the  most 

So,  how  would  we  distribute  subsidies  differently?  Unfortunately,  we  are  only  able 
to  be  critics  of  small  business  subsidies  at  this  point  We  can  simply  think  of  no  way  to 
equitably  and  effectively  distribute  health  carp  subsidies  to  businesses.  Do  you  subsidize 
the  businesses  that  do  not  currently  provide  insurance?  Tell  that  to  their  competitors  who 
have  been  providing  coverage  and  will  receive  no  subsidy.  Do  you  subsidize  low-wage 
businesses— thereby  encouraging  low  wages?  Do  you  subsidize  low-profit  or  low-revenue 
businesses?  There  are  plenty  of  low-revenue  businesses  that  are  highly  profitable,  and 
there  are  plenty  of  ways  to  hide  profits  in  order  to  collect  federal  dollars.  Frankly,  we  are 
skeptical  about  whether  there  is  a  way  to  fairly  subsidize  businesses  for  health  insurance, 
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which  is  just  one  more  reason  we  have  rejected  an  employer  mandate  as  the  appropriate 
avenue  for  universal  coverage.  And  it  is  one  more  reason  that  we  support  health  care 
subsidies  for  individuals,  based  upon  their  ability  to  pay. 

Moreover,  the  organized  small  business  conamunity  has  never  asked  for  a  subsidy. 
And  small  businesses  have  no  confidence  that  the  subsidy  levels  currently  being  discussed 
will  last  over  the  long  term.  Small  businesses  have  seen  every  other  payroll  burden  they 
shoulder  dramatically  increase  over  the  years—especially  Medicare  and  Social  Security— 
and  they  are  deeply  skeptical  that  any  other  federal  program  will  stay  in  check. 

n.  The  Health  Care  Purchase 

Fortunately,  the  Clinton  plan's  massive,  mandatory,  exclusive  health  alliances  are 
a  thing  of  the  past  However,  the  provisions  of  the  Gephardt  bill  would  continue  to  lock 
small  businesses  into  a  system  where  they  have  no  empowerment  and  no  ability  to  use 
collective  clout  to  negotiate  a  better  deal  from  carriers  and  providers.  We  believe  that  a 
system  of  private  competing  purchasing  cooperatives  is  key  to  keeping  small  business 
costs  in  check. 

The  Gephardt  Plan 

The  Gephardt  plan  would  create  a  huge  new  federal  program,  called  Medicare  Part 
C,  into  which  would  be  fiinneled  lower  income  Americans  and  employees  of  small 
businesses.  Small  businesses  who  chose  to  offer  private  insurance  would  also  be  required 
to  offer  the  Federal  En^loyee  Health  Benefit  Plan  (FEHBP).  Though  we  have  not  seen 
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legislative  language,  it  would  appear  that  there  is  no  provision  to  encourage  the  formation 
and  growth  of  private  competing  purchasing  cooperatives.  There  appears  to  be  no  entity 
which  would  negotiate  on  behalf  of  small  businesses,  nor  are  there  any  real  incentives  for 
individuals  to  choose  lower  cost  plans.  By  for-going  the  use  of  competitive  forces  at  the 
purchasing  cooperative  level,  the  Gephardt  proposal  is  missing  a  major  opportunity  to  save 
money  and  make  the  plan  more  economically  viable. 

Even  if  private  purchasing  cooperatives  were  allowed  to  exist,  the  Gephardt  plan 
ensures  that  they  could  play  no  meaningful  role  in  keeping  costs  down.  With  the 
mandatory  offering  of  FEHBP  to  all  small  business  employees,  a  small  business 
purchasing  cooperative  would  have  no  negotiating  clout  if  the  employees  participating  in 
the  pool  could  opt  out  at  any  time. 

But  of  even  greater  concern  to  us  is  the  absolute  community  rating  found  in  the 
Gephardt  bill.  Such  a  rating  scheme  makes  any  negotiation  on  the  part  of  a  purchasing 
cooperative  impossible.  If  a  cooperative  is  able  to  secure  a  lower  rate  for  its  members, 
absolute  community  rating  dictates  that  that  rate  must  be  offered  to  everyone,  whether  in 
the  cooperative  or  out  Such  a  requirement  obviously  nullifies  both  the  incentives  for  the 
carrier  to  offer  a  lower  rate  and  for  the  cooperative  to  attempt  a  negotiation~or  even  exist 
While  the  individual  cooperatives  should  be  required  to  accept  any  small  businesses  that 
wish  to  join,  real  cost  containment  can  only  occur  if  each  cooperative  is  encouraged  to 
negotiate  on  behalf  of  its  members,  and  only  its  members. 

Finally,  the  Gephardt  bill  creates  a  Medicare  Part  C  program  which  we  fear  will 
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draw  in  very  large  numbers  of  small  business  employees.  The  lower  reimbursement  rates 
of  Medicare  are  likely  to  make  this  program  financial  attractive  to  small  business  owners— 
initially—and  there  could  be  a  massive  shift  of  individuals  from  private  coverage  to  a 
government  program.  With  such  a  massive  shift,  however,  the  lower  Medicare 
reimbursement  rates  will  become  unsustainable,  and  the  program  could  essentially 
collapse.  But  the  existence  of  the  program  will  have  seriously  impaired  the  ability  of  a 
strong,  private,  small  group  market  to  have  evolved. 

AU  of  these  elements  conspire  to  further  balkanize  the  small  employer  market  and 
ensure  that  they  will  never  be  able  to  collectively  organize  on  the  local  level  to  drive  cost 
containment  and  keep  the  providers  and  carriers  in  check. 

Competing  Purchasing  Cooperatives 

We  would  prefer  to  see  a  system  in  which  small  businesses  are  given  the  right  to 
organize  and  run  their  own  health  care  purchasing  cooperatives,  in  order  to  have  choice 
and  empowerment  within  the  system.  A  mandate  on  employers  which  provides  neither 
an  avenue  for  these  businesses  to  choose  how  to  purchase  coverage  nor  an  ability  to 
organize  for  their  own  best  interests  and  survival  will  be  very  unpopular  with  small 
business.  Many  businesses  which  currently  provide  coverage,  and  noight  not  oppose  an 
employer  mandate,  will  almost  certainly  oppose  a  provision  which  traps  them  into 
purchasing  coverage  from  a  single— potentially  inefficient-source. 

Moreover,  we  believe  that  private  competing  health  alliances  are  essential  for 
maximizing  competitive  forces  for  cost  containment  Competing  cooperatives  will  have 
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strong  incentives  to  negotiate  tough  deals  with  providers,  in  order  to  attract  members.  In 
areas  where  the  market  cannot  sustain  multiple  cooperatives,  they  will  not  exist,  thereby 
maintaining  tiie  efficiencies  of  larger  pools.  Multiple  cooperatives  represent  an  important 
component  for  maximizing  the  cost  containment  potential  of  managed  competition. 

The  Administration  and  others  have  been  appropriately  nervous  about  allowing 
single,  monopolistic  (and  monopsonistic,  depending  upon  your  point  of  view)  healtii 
alliances  to  exclude  healtii  plans  from  participation  in  tiie  alliance.  The  only  mechanism 
die  alliances  would  have  to  exclude  plans  would  be  a  price  cap  and  several  otiier  objective 
standards.  But  competing  alliances  could  actually  bargain  witii  insurers  and  provider 
groups  for  tfie  best  deals  for  tiieir  members,  and  groups  tiiat  would  not  deal  could  be 
excluded  from  tiie  alliance.  The  competing  alliances'  ability  to  exclude  insurers  and 
provider  groups  would  be  one  of  their  most  powerful  cost  containment  tools. 

The  Administration's  original  plan  allowed  large  corporations  with  more  than  5,000 
lives  to  opt  out  of  tiie  healtii  alliance  system  and  self-insure.  But  tiiey  would  only  do  so 
if  tiiat  action  enabled  tiiem  to  save  money.  Small  businesses  are  given  no  similar 
opportunities  to  find  cost  savings  in  die  system.  Small  businesses  need  this  kind  of 
flexibility  even  more  tiian  tiieir  larger  counterparts.  Moreover,  even  in  a  system  of 
coasting  healtii  care  purchasing  cooperatives,  we  believe  that  die  ceiling  for  business 
participation  should  be  much  lower  than  5,000  lives. 

Risk  Selection 

Some  opponents  of  competing  health  cooperatives  have  argued  that  competing 
health  alliances  will  foster  adverse  selection  problems,  causing  many  of  the  plans  to 
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descend  into  a  doomed  "death  spiral."  We  simply  think  that  these  arguments  are 
somewhat  overblown  and  should  not  be  viewed  as  an  insunnountable  problem.  If  all 
individuals  must  have  coverage,  all  providers  and  alliances  must  offer  coverage  and  accept 
individuals  under  the  same  conditions,  and  all  rates  are  banded,  we  believe  that  the  risk 
selection  problems  will  be  relatively  minor. 

But,  if  necessary,  there  are  several  ways  to  deal  with  potential  risk  selection 
problems  in  a  competitive  purchasing  cooperative  environment  Since  adverse  selection 
has  primarily  to  do  with  individuals  "gaming"  the  system  for  their  own  benefit  (sick 
people  enrolling  in  the  most  expansive  plans  and  young  healthy  individuals  choosing 
HMOs),  we  would  expect  most  risk  selection  problems  to  occur  within  the  purchasing 
cooperatives,  rather  than  between  them.  That  sort  of  selection  occurs  in  aU  of  the  plans 
being  discussed.  But  it  is  particularly  bad  when  en^)loyees  can  go  outside  of  their 
employer  group  to  purchase  coverage,  such  as  in  the  Gephardt  plan. 

In  a  system  of  competing  health  purchasing  cooperatives,  businesses  would  be 
making  the  decisions  about  which  cooperative  to  join,  so  the  individual  risk  selection 
problem  would  not  exist  Any  risk  selection  would  occur  from  the  relatively  subtle 
marketing  decisions  of  the  purchasing  cooperatives.  For  instance,  purchasing  cooperatives 
could  choose  to  only  market  their  services  to  "better  risk"  businesses  in  better  risk  areas- 
assuming  these  non-profit  entities  were  wily  enough  to  have  that  knowledge.  But  it  would 
be  relatively  simple  to  circumvent  this  problem  by  informing  all  businesses  of  all 
purchasing  cooperatives  which  are  available,  along  with  a  thorough  description.  And  if 
cooperatives  attempt  to  serve  one  part  of  a  region  differently  than  another,  it  would  be 
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easy  enough  for  the  states  to  draw  boundaries  in  a  way  to  make  this  practice  at  least  veiy 
difficult 

Again,  coasting  purchasing  cooperatives  will  provide  the  kind  of  real  cost 
containment  the  system  needs;  competing  cooperatives  can  be  stractured  to  avoid  risk 
selection  problems  at  least  as  well  as  any  other  type  of  system;  competing  cooperatives 
provide  small  businesses  with  empowerment  in  the  system,  room  to  maneuver  without 
feeling  "locked-in",  and  a  role  in  keeping  costs  down  system- wide.  We  think  that  the 
issue  of  competing  purchasing  cooperatives  is  one  of  the  key  "unsung"  small  business 
issues  in  this  debate. 

m.    S  Corporations  &  Independent  Conti*actors 

In  inviting  us  to  testify,  you  specifically  asked  that  we  address  the  proposed  new 
rules  for  S  Corporations  and  independent  contractors  in  the  health  debate.  We  are  pleased 
to  do  so. 

Independent  Contractors 

To  various  degrees,  die  health  care  prqx>sals  devel(^)ed  by  the  various 
Congressional  committees  and  by  die  Administration  seek  to  reduce  die  "safe  harbors" 
which  exist  in  current  law  for  independent  contracts  status.  Hiese  safe  harbors  are  based 
uprai  judicial  precedrats,  prior  audits,  industry  {vactice,  and  a  "reasonable  basis"  standard. 
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Ostensibly,  the  arguments  for  reducing  these  safe  harbors  is  to  eliminate  the  ability 
of  employers  to  circumvent  any  mandated  responsibilities  by  reclassifying  employees  as 
independent  contractors.  But  current  law  already  prohibits  such  reclassification  (even 
under  the  safe  harbors)  if  an  individual  was  ever  treated  as  an  employee  or  if  any  other 
similar  individual  is  treated  as  an  employee.  So,  there  is  no  need  for  change  in  the 
statute. 

These  current  safe  harbors  have  never  been  favorites  of  the  Internal  Revenue 
Service  (IRS)  because  it  somewhat  complicates  its  job.  We  cannot  help  but  suspect  that 
the  attention  being  given  to  these  rules  has  less  to  do  with  real  health  care  reform  than 
with  the  cover  that  the  health  reform  effort  provides  for  making  these  changes. 

S  Corporations 

The  health  care  debate  has  also  raised  the  issue  of  self-employment  tax  treatment 
of  S  Corporation  shareholders  and  partners.  My  business  is  not  an  S  Corporation,  so  I  am 
not  an  expert  on  these  issues.  However,  health  care  reform  appears  to  be  the  wrong  place 
to  raise  and  debate  these  issues.  NSBU  has  been  supportive  of  efforts  to  reform  the  S 
Corporation  law,  such  as  the  Pryor/Danforth  efforts  in  the  Senate,  and  believes  that  any 
such  changes  should  be  addressed  within  the  larger  context  of  S  Corporation  refonn. 
Moreover,  the  issues  being  addressed  appear  to  be  primarily  enforcement  issues,  and  we 
have  not  yet  understood  the  need  for  change  in  the  law. 
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National  Small  Business  United  wants  fundamental  refonn  of  the  health  care 
system;  we  believe  that  such  reform  is  critical  to  the  long-term  survival  and  growth  of 
small  businesses.  But  the  new  system  must  make  economic  sense,  and  it  must  take  the 
unique  needs  of  small  businesses  into  account  As  you  might  guess,  we  have  many  other 
comments  on  many  other  aspects  of  health  care  reform  and  the  many  plans  that  are  out 
there.  If  there  is  any  further  input  that  we  might  be  able  to  provide  to  the  Committee,  we 
will  be  pleased  to  do  so.  Thank  you. 
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Figure  1 
Wages  and  Employer-Paid  Health  Insurance 
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Figure  2 
Federal  Non-Defense  Investment 
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Mr.  Chairman  and  Members  of  the  Committee: 

My  name  is  Paula  Kreuzberg.  My  family  and  I  operate  a  restaurant  called  Mrs.  K's 
Toll  House  in  Silver  Spring,  Maryland.  I  am  pleased  to  present  this  testimony  on  behalf  of 
myself  and  the  National  Restaurant  Association. 

I  appreciate  this  opportunity  to  voice  my  fears  about  some  of  the  proposals 
Congress  is  currently  considering  to  reform  health  care.  I  am  particularly  concerned  about 
placing  the  burdens  of  paying  for  these  reforms  on  the  shoulders  of  America's  businesses 
in  the  form  of  a  major  nev/  tax,  or  employer  mandate.  I'm  quite  confident  that  the  vast 
majority  of  my  fellow  restaurateurs  are  similarly  alarmed. 

Please  don't  get  me  wrong.  I  am  concerned  about  the  rising  costs  of  health  care  in 
America  and  the  fad  that  all  Americans  do  not  have  access  to  health  care. 

But  any  reform  that  would  be  underwritten  by  a  major  new  tax  on  businesses  like 
mine  will  do  more  harm  than  good  —  to  our  business  and  to  our  employees. 

As  I  mentioned,  my  family  operates  a  restaurant  just  about  fifteen  miles  from  here. 
We've  been  in  the  business  since  my  great-grandparents  first  opened  on  K  Street  right  here 
in  Washington,  DC,  back  in  1927.  In  1930  they  moved  to  our  current  location  in  Silver 
Spring,  where  we  have  operated  ever  since. 

We  are  a  fine-dining  restaurant  with  41  tables.  We  have  46  employees,  1  5  of  them 
full-time. 

My  restaurant  is  a  family  business  and  we  consider  many  of  our  employees  to  be 
part  of  our  extended  family.  One  woman  who  retired  five  years  ago  had  been  with  us  since 
we  first  opened.  The  woman  who  runs  my  kitchen  during  the  day  has  been  with  us  for 
more  than  50  years.  Two  others  have  been  with  us  for  more  than  25  years. 

As  you  can  imagine,  we  care  about  these  people.  We  care  equally  about  our  other 
employees:  the  students  who  are  working  their  way  through  school;  the  single  parents  who 
must  operate  around  the  schedules  of  their  children;  the  people  who  work  with  us  as  a 
second  job  to  make  ends  meet;  and  the  immigrants  who  are  working  their  first  jobs  in  the 
United  States. 

If  employer  mandates  are  enacted  into  law,  their  lives  —  and  perhaps  their 
livelihoods  —  will  be  severely  affected. 

if  employer  mandates  are  enacted  into  law,  I  will  be  sorely  tempted,  if  not  forced, 
to  close  my  doors  for  good. 

I  am  hopeful  that  members  of  Congress  will  realize  that  this  is  no  false  alarm. 
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It  is  easy  for  the  government  to  look  to  business  to  shoulder  the  burdens  of  a  bod 
economy.  Restaurants  are  very  familiar  with  this.  During  the  recession  of  the  early  1  990s, 
when  many  restaurateurs  scrambled  just  to  stay  solvent,  the  government  raised  our 
licensing  fees.  We  were  hit  with  a  surtax  on  our  utility  bills,  both  state  and  local.  We  lost 
a  long-time  tax  exemption  on  our  gas  bills.  Congress  lowered  the  business  meal  deduction 
to  50%.  And  as  we  tried  to  absorb  these  changes,  the  state  of  Maryland  passed  a  2,200% 
increase  in  our  state  unemployment  tax. 

What  the  legislators  don't  seem  to  get  is  that  the  restaurant  business  is  among  the 
most  competitive  industries  in  America  and,  as  a  consequence,  we  operate  under  the 
narrowest  possible  profit  margins. 

Take  my  state,  for  example.  In  1 993,  the  profit  margin  for  the  average  Maryland 
restaurant  was  just  0.5%  of  soles.  That  means,  for  example,  that  a  restaurant  that  grosses 
$750,000  would  end  up  with  a  whopping  $3,750  in  profit.  Our  profit  margins  in  Maryland 
are  low  —  we're  one  of  the  last  states  to  come  out  of  the  recession.  But  profit  margins  for 
the  restaurant  industry  nationwide  are  extremely  narrow.  Notional  Restaurant  Association 
data  shows  that  the  average  restaurant's  profit  margin  is  3-5%  of  soles. 

That's  why  it  was  so  frustrating  to  hear  the  First  Lady  proclaim  lost  year  that  the 
government  cannot  be  responsible  for  every  under-capitalized  business  in  the  United  States. 

Many  people  suggest  that  to  pay  for  health  care  we'll  just  hove  to  bump  up  our 
prices.  I'm  no  economist,  but  to  suggest  that  we  con  arbitrarily  increase  our  prices  to 
finance  a  new  government  program  defies  the  law  of  supply  and  demand — as  well  as  the 
low  of  common  sense.  If  the  market  could  absorb  a  price  increase,  we  already  would  hove 
raised  our  prices.  That's  what  market  equilibrium  is  all  about!  We  don't  live  with  such 
narrow  profit  margins  merely  because  we  want  to. 

In  this  recent  recession,  many  restaurateurs  had  to  put  their  own  money  bock  into 
their  business  to  try  to  weather  the  economic  downturn.  They  wanted  to  keep  their 
businesses  solvent,  in  hopes  of  better  times  ahead.  But  it  makes  no  economic  sense  for 
them  to  personally  contribute  money  to  the  business  to  pay  for  health  insuronce-they'll  just 
close,  instead. 

Closing  your  doors  isn't  the  only  response,  of  course.  As  you  know,  many  of  us  in 
the  restaurant  industry  would  cut  bock  on  jobs  to  cut  labor  costs. 

Mr.  Chairman,  I  have  just  a  couple  other  observations. 

The  first  is  that  as  a  businessperson,  I  insist  on  knowing  what  I'm  buying  before  I 
moke  o  purchase — and  I  demand  to  know  what  it  costs.  To  do  otherwise  would  be 
irresponsible. 

But  that's  exactly  what  we're  being  asked  to  do  with  these  health  care  proposals.  I 
don't  believe  these  reformers  hove  any  idea  what  the  actual  cost  of  this  program  will  be. 
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Yet  they  all  seem  certain  that  I'll  be  able  to  afford  it. 

With  all  due  respect,  I  suggest  that  those  people  who  project  the  costs  of  these 
programs  don't  have  a  very  good  track  record.  All  you  have  to  do  is  look  at  the  wildly 
erroneous  projections  of  Social  Security,  Medicare,  or  Medicaid. 

Take  Social  Security:  In  1936,  when  the  program  first  got  underway.  Congress 
promised  that  —  and  I  quote  —  that  "the  most  you  will  ever  pay"  would  be  3  cents  on  each 
dollar  earned,  up  to  $3,000.  Well,  we're  now  paying  6.2  cents  on  the  dollar  —  on  wages 
up  to  $60,600.  And  we're  paying  another  1 .45  cents  on  the  dollar  for  Medicare  —  on  all 
wages  earned.    You  can  see  why  we  don't  trust  the  projections  for  health  care  reform. 

Mr.  Chairman,  I've  been  around  the  restaurant  industry  my  whole  life.  I  love  the 
business  and  I  care  deeply  about  the  people  who  work  for  us,  particularly  those  who  have 
invested  their  life's  work  with  us. 

In  a  lot  of  ways  my  family  has  experienced  the  American  Dream.  But  the  American 
Dream  is  not  to  go  into  business  with  the  government.  But  increasingly,  that's  what  we're 
experiencing.  The  government  has  licensed  me,  taxed  me,  surtaxed  me,  and  surcharged 
me.  I  take  all  the  risks;  I  work  all  the  hours  —  and  then  the  government  takes  all  the 
money,  regardless  of  whether  I  make  a  profit  or  not! 

The  bottom  line  is  that  you  are  committing  me  to  spend  dollars  I  don't  have  on 
programs  you  can't  really  price  out.  For  this,  reformers  are  willing  to  gamble  with  the 
livelihoods  of  American  small  businesses  and,  more  important,  their  employees. 

I  think  we're  going  in  a  wrong  direction,  Mr.  Chairman,  and  I  think  that  for  a  lot  of 
business  owners,  health  care  mandates  will  be  the  last  burden  that  will  finally  push  them 
out  of  business. 

Let  me  finally  say  that  the  National  Restaurant  Association  fully  supports  health  care 
reform  that  brings  down  health  care  costs  —  but  that  does  so  without  job-killing  employer 
mandates.  The  National  Restaurant  Association  has  endorsed  the  Rowland-Bilirokis  bill, 
bipartisan  legislation  that  we  believe  will  go  a  long  way  towards  making  health  insurance 
more  affordable  for  the  businesses  in  our  industry. 

Thank  you,  Mr.  Chairman. 
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Mr.  Chainnan  and  members  of  the  Committee,  my  name  is  Robert  Peck  and  I  am  group  vice 
president  for  government  affairs  of  The  American  Institute  of  Architects.  Today  I  am  speaking 
on  behalf  of  the  Small  Business  Coalition  for  Health  Care  Reform,  which  represents  29 
organizations  and  626,000  small  business  owners  employing  more  than  5.6  million  Americans. 

I  am  here  today  to  tell  you  the  best  kept  secret  in  Washington:  most  small  businesses  support 
universal  health  insurance  coverage  through  an  employer-based  system  of  shared  responsibility. 
According  to  the  National  Federation  of  Independent  Business,  64%  of  their  members  would  like 
to  provide  either  some  or  better  health  insurance  for  their  workers.  According  to  the 
Department  of  Labor,  58%  of  small  businesses  aheady  provide  insurance  benefits  for  their 
workers. 

Mr.  Chairman,  employers  already  have  a  mandate:  Those  who  provide  health  benefits  for  their 
employees  must  also  foot  the  bill  for  those  workers  who  are  not  covered  by  their  employers.  This 
cost  shifting  amounts  to  an  additional  $11  billion  in  costs  to  businesses  each  year.*  Studies  show 
that  small  businesses  pay  30-50%  more  than  large  businesses  for  the  same  coverage.  Most  small 
businesses  see  their  insurance  rates  increase  by  10%-30%  each  year.  As  many  as  15%  of  all  small 
businesses  aren't  even  offered  health  insurance  because  the  insurance  industry  has  determined 
that  they  would  be  too  high  a  risk. 

It  is  mystifying  to  me  that  the  NFIB  and  ils  allies  have  been  able  to  whip  the  public  into  such  a 
frenzy  on  behalf  of  the  minority  of  small  business  owners  who  are  free-loading  on  the  majority  of 
small  employers  who  are  doing  the  right  thing.   Who  is  going  to  stand  up  for  the  good  employeis 
who  are  willing  to  pay  their  fair  share,  but  who  must  also  pay  for  the  uninsured? 

In  order  to  bring  health  insurance  costs  down  and  make  the  marketplace  more  competitive,  we 
must  increase  the  size  of  the  risk  pool.   Nine  out  of  ten  Americans  with  private  health  insurance 
obtain  that  insurance  through  the  workplace,  and  we  aren't  talking  about  only  white  collar 
workers.  Just  look  at  our  l^t  of  Coalition  members-it  includes  farmers,  truck  drivers,  contractors, 
and  campground  owners,  in  addition  to  architects,  lawyers,  pharmacists,  and  booksellers.  The 
truth  of  the  matter  is  that  in  any  competitive  field,  health  insurance  is  part  of  the  compensation 
package. 

'touTce:  "National  Association  of  Manu&aurert 
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The  argument  that  Joe's  Diner  can't  afford  to  oEfer  health  insurance  to  its  employees  without 
firing  someone  is  baloney.  According  to  White  House  estimates  it  would  cost  about  70  cents  per 
day  per  employee  when  the  subsidies  suggested  in  the  various  health  reform  bills  are  taken  into 
account  Compare  that  with  the  last  minimum  wage  increase  of  90  cents  per  hour  and  explain  to 
me  why  there  was  no  significant  job  loss  at  that  time.  In  fact,  an  Economic  Policy  Institute  Study 
estimates  that  reform  with  a  shared  responsibility  will  actually  create  jobs,  as  many  as  258,000  in 
the  manufacturing  sector,  and  750,000  in  home  health  care. 

We  would  strongly  caution  that  reform  that  does  not  go  far  enough  will  only  exacerbate  the 
problems  small  business  owners  are  already  zxperieocing  with  regard  to  cost  and  choice. 
According  to  the  Congressional  Budget  OQice,  2  million  small  business  employees  will  lose 
coverage  if  reform  is  only  halfway  enacted.  As  more  businesses  drop  insurance,  the  cost-shifting 
will  continue  to  increase,  causing  more  businesses  to  drop  insurance,  and  the  current  domino 
effect  will  be  perpetuated  into  a  vicious  cycle. 

It  is  very  tempting  to  enact  insurance  reform  without  universal  coverage  or  any  kind  of  employer 
or  individual  mandate.  N4r.  Chairman,  as  you  know  this  formula  has  been  tried  in  your  home 
state  of  New  York  and  small  businesses  and  the  middle-class  people  they  employ  are  the  losers. 
In  New  York,  reform  has  been  enacted  which  would  community  rate  all  health  insurance  policies, 
but  would  not  cover  all  the  state's  residents.  In  that  state,  under  geographic  banding  all 
consumers  pay  basically  the  same  price  for  health  insurance;  small  businesses  no  longer  pay  more 
than  large  businesses  for  the  same  coverage.  And  premium  costs  for  everyone  who  already  had 
insurance  rose  35%.  Insurance  companies  raised  the  cost  of  health  coverage  to  the  healthy  so 
that  they  could  continue  to  cover  riskier  populations.  Because  there  is  no  requirement  of 
universal  coverage,  many  healthy  people  and  others  who  could  not  afford  the  new  and  higher 
costs  have  dropped  their  insurance. 

Universal  coverage  with  shared  responsibility  works.  Since  1974,  Hawaii  has  required  businesses 
to  contribute  to  health  care  costs.  Compared  to  the  rest  of  the  country,  health  insurance 
premiums  are  actually  30%  cheaper  in  Hawaii,  while  nearly  everything  else  is  mote  expensive. 
Opponents  of  reform  claim  that  such  a  "mandate"  would  cost  jobs.  Hawaii's  economy  is  booming. 
Business  creation  rates  have  been  higher  than  almost  anywhere  else  in  the  nation. 

We  will  never  completely  sohre  the  health  insurance  crisis  in  this  country  unless  everyone  is 
brought  into  the  system.  Most  Americans  already  share  the  responsibility  for  their  health 
insurance  with  their  employer,  llie  health  insurance  delivery  system  works  and  should  be 
expanded,  not  dismantled. 

The  Small  Business  Coalition  for  Health  Care  Reform  supports  Rep.  Gephardt's  bill.  To  us,  it  is 
a  wonder  how  any  organization  that  claims  to  represent  small  business  could  think  any  differently. 
Thank  you  for  allowing  me  to  appear  on  behalf  of  the  Cbalition  before  your  Committee  and  I 
look  forward  to  answering  any  questions  you  may  have. 


747 


National  Association  for  the  Self- Employed 

Headquarters  •  1023-15th  St.,  NW  •  Suite  1200  •  Washington,  DC  20005-2600  •  202-466-2100  •  202-466-2123  (fax) 


TESTIMONY  OF 
BENNIE  L.  THAYER 

PRESIDENT/CEO 
NATIONAL  ASSOCIATION  FOR  THE  SELF-EMPLOYED 

BEFORE  THE 
COMMITTEE  ON  SMALL  BUSINESS 
U.S.  HOUSE  OF  REPRESENTATIVES 

ON 
HEALTH  CARE  REFORM  AND  SMALL  BUSINESS 

AUGUST  4,  1994 


"Serving  the  Needs  of  Small-Business  America' 


Member  Services:  2121  Precinct  Line  Road  •  Hurst,  TX  76054  •  1 -800-232-NASE 


748 


Chairman  LaFalce,  Ranking  Member  Jan  Meyers,  and  other  members  of  the  House  Small 
Business  Committee,  thank  you  for  inviting  me  to  appear  today.  I  am  Bennie  L.  Thayer, 
President  and  Chief  Executive  Officer  of  the  National  Association  for  the  Self-Employed 
(NASE).  The  NASE  represents  over  320,000  small  business  persons  from  throughout  the  United 
States.  Over  85  percent  of  the  NASE  members  are  business  owners  with  5  or  fewer  employees. 
The  membership  is  involved  with  a  wide  lange  of  businesses,  notably  in  the  consulting  services 
and  retail  fields. 

On  behalf  of  the  NASE's  membership,  I  am  pleased  to  testify  today  on  Health  Care 
Reform  and  Small  Business.  I  will  present  the  NASE's  views  on  employer-mandated  coverage, 
the  health  insurance  deduction  for  the  self-employed,  independent  contractors,  and  a  proposal 
to  increase  payroll  taxes  for  S  corporation  shareholders.  My  statement  will  focus  on  these  issues 
in  the  context  of  the  health  care  plans  unveiled  during  the  past  week  by  the  House  Democratic 
Leadership  and  Senate  Majority  Leader  Gteorge  Mitchell.  Although  complete  details  and 
statutory  language  have  not  been  released  for  these  two  plans,  it  is  our  understanding  that  the 
House  Leadership  plan  is  largely  based  on  the  recently  passed  Ways  and  Means  Committee 
health  care  bill  ~  while  Senator  Mitchell's  plan  strives  to  parallel  the  provisions  contained  in  the 
health  bill  which  passed  the  Senate  Finance  Committee  last  month. 

The  NASE's  overall  perspective  or  viewpoint  on  health  care  can  be  found  in  our  book 
entitled,  "We  the  People,  An  American  Solution  to  Health  Care  Reform."  We  are  pleased  to 
inform  you  that  NASE  has  distributed  over  100,000  copies  of  the  book  all  across  America.  The 
NASE  believes  that  this  a  clear  indication  of  the  strong  support  our  viewpoint  on  health  care  is 
receiving  among  small  business  persons. 

Employer-Mandated  Coverage 

The  NASE  has  supported  health  care  reform  for  more  than  three  years,  and  we  had  been 
pleased  to  see  the  seriousness  with  which  the  President  and  Congress  had  been  dealing  with  this 
issue.  Over  the  past  several  months,  however,  we  have  become  gravely  concerned  about  the 
direction  health  care  reform  has  taken. 

Every  member  of  Congress  is  fiilly  aware  of  the  concerns  small  businesses  have  with  the 
requirement  of  employer-mandated  health  insurance.  However,  despite  the  continual  outcry  of 
the  small  business  community  about  the  harmful  impacts  of  an  employer  mandate  on  their 
companies,  some  form  of  a  mandate  is  still  being  considered  by  Congress.  House  Majority 
Leader  Gephardt's  recently  released  plan  imposes  a  requirement  that  employers  pay  80  percent 
of  the  cost  of  health  insurance  coverage.  Although  complete  details  on  Senator  Mitchell's  health 
care  plan  are  not  available,  it  appears  that  small  employers  (firms  with  under  25  employees)  will 
be  exempt  from  his  "trigger"  proposal  regarding  an  employer  mandate.  President  Clinton 
continues  to  push  for  inclusion  of  an  employer  mandate  in  any  final  health  care  bill. 

We  have  expressed  our  concerns  about  employer-mandated  coverage  throughout  the 
health  care  debate.  These  views  have  been  presented  to  Mrs.  Clinton,  Mr.  Magaziner,  and  to 
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others  in  the  Administration  and  Congress.  It  seems  that  the  real  concerns  of  small  business 
have  fallen  on  deaf  ears.  Although  the  President  maintains  that  an  employer  mandate  is  needed 
to  achieve  universal  health  care  coverage  and  to  avoid  having  the  average  worker  carry  too  much 
of  the  cost  of  universal  coverage,  we  would  assert  that  none  of  these  supposed  advantages  holds 
up  under  close  analysis. 

First,  would  employer  mandates  get  us  to  universal  coverage?  If  "universal"  means  that 
every  single  person  will  be  covered,  the  answer  is  probably  not.  There  have  been  television 
advertisements  recently  regarding  Hawaii's  health  care  system.  These  ads  proclaim,  "Congress 
may  not  be  able  to  give  you  a  palm  tree,  but  they  can  give  you  universal  coverage,  just  look  at 
Hawaii. " 

Well,  let's  look  at  Hawaii,  where  employer-mandated  coverage  has  been  in  effect  for 
nearly  two  decades.  The  most  optimistic  assessment  of  Hawaii's  "universal"  coverage  puts  the 
number  of  uninsured  at  3.9  percent  of  the  total  population.  Another  estimate  put  forth  by  the 
Employee  Benefits  Research  Institute  earlier  this  year  shows  Hawaii  with  an  8  percent  uninsured 
population  for  persons  under  the  age  of  65.  The  same  is  true  of  Canada  where  "universal" 
coverage  has  been  mandated  for  over  25  years,  and  where  a  persistent  2-3  percent  or  more  of 
the  population  reportedly  remains  uninsured. 

So  what's  the  solution?  Some  people  say  that  Congress  should  simply  make  the  mandate 
requirement  more  onerous.  That  is,  these  same  people  suggest  the  inclusion  of  part-time  and 
seasonal  workers  as  part  of  the  "population"  receiving  health  care,  as  well  as  including 
independent  contractors  by  reclassifying  them  as  employees.  These  employer-mandate 
proponents  also  recommend  making  the  fines  and  penalties  harsher. 

The  truth  is,  there  is  no  fiich  thing  »<^  an  employer  mandate  -  if  we  mean  requiring 
employers  to  pay  for  some  employment  benefit  so  that  the  employees  won't  have  to.  An 
employer  facing  mandated  employee  costs  is  in  effect  facing  a  payroll  tax.  As  with  any  such 
tax,  the  employer  has  four  choices:  (1)  increase  prices  to  customers,  (2)  cut  profits,  (3)  reduce 
wages  and  benefits,  or  (4)  close  his  or  her  doors. 

What  would  very  small  businesses  and  the  self-employed  individuals  do?  Cutting  profits 
isn't  much  of  an  option  with  the  razor-thin  profit  margins  typical  of  microbusinesses.  Nor  is 
increasing  prices,  in  most  cases.    And,  wages  are  typically  low  to  begin  with. 

The  NASE  had  an  independent  polling  firm  ask  a  cross-section  of  our  members,  which 
happen  to  be  the  smallest  of  the  nation's  small  businesses,  what  they  would  do  in  the  face  of 
such  a  mandate.  Of  our  members  with  employees,  25  percent  said  they  would  be  forced  to  close 
their  doors.  Another  29  percent  said  an  employer  mamiate  would  require  them  to  lay  off  people. 
Slightly  fewer,  24  percent  said  they  could  avoid  layoffs  but  would  sustain  a  "significant"  impact 
on  wages  and  profitability.  Only  17  percent  said  that  a  mandate  would  have  no  effect  on  them. 
In  short,  this  poU  clearly  indicates  that  an  employer  mandate  would  cause  severe  economic  hann 
(or  even  destroy)  the  nation's  microbusinesses. 
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It  is  the  American  woiic  force  that  will  bear  the  bnint  of  employer-mandated  health 
insurance  coverage.  This  fact  is  not  news  to  most  economists.  Even  a  Treasury  Department 
analysis  of  the  President's  Plan  states  that  "wages  and  salaries  would  appear  to  fall  by  almost 
the  full  amount  of  an  increase  in  employer  contributions  for  health  insurance. " 

Is  there  some  compelling  reason  to  have  employers  manage  everybody's  health  care?  We 
believe  the  answer  is  no.  Instead,  the  only  real  "advantage"  to  an  employer-mandated  method 
of  financing  is  a  political  one.  It  is  concealment,  concealment  or  sheltering  of  health  care  costs 
from  U.S.  taxpayers.  The  traditional  American  policy  has  been  to  shelter  the  public  from  the 
true  cost  of  health  care  through  the  use  of  insurance  policies  with  low  deductibles. 

We  cannot  solve  America's  health  care  problems  by  attempting  to  camouflage  the  scope 
and  costs  of  what  Congress  and  the  President  is  proposing.  V/e  believe  that  meaningful  health 
care  reform  can  be  accomplished  without  utilizing  such  an  onerous  measure  as  an  employer 
mandate. 

As  we  all  know,  approximately  85  percent  of  the  population  already  has  health  insurance 
coverage.  What  we  really  are  talking  about  is  perhaps  increasing  the  number  of  insured  by  only 
another  10  percent  -  considering  the  inability  of  Canada  and  Hawaii  to  achieve  full  (100 
percent)  coverage. 

Therefore,  why  don't  we  concentrate  on  the  provisions  of  health  care  reform  that  we  all 
agree  need  to  be  addressed  and  which  are  based  upon  market-based  concepts.  These  measures 
include  insurance  reforms  such  as  guaranteed  renewable  coverage,  portability,  and  limiting  the 
use  of  preexisting  condition  clauses.  In  addition,  we  advocate  100  percent  deductibility  of  health 
insurance  premiums  paid  by  the  self-employed,  which  I  discuss  later  in  my  testimony.  We 
believe  a  more  targeted,  incremental  approach  to  health  care  reform  will  achieve  the  same 
coverage  rate  as  an  employer  mandate  without  the  negative  repercussions.  Let's  try  these 
incremental  measures  first,  before  we  enact  measures  that  would  overhaul  the  entire  system  and 
most  certainly  have  a  negative  impact  on  small  businesses. 

Health  Insurance  Deduction  For  the  Self-Employed 

The  NASE  strongly  supports  100  percent  deductibility  of  health  insurance  premiums  for 
the  self-employed.  This  is  an  issue  of  paramount  importance  to  our  members.  Current 
inequities  in  the  federal  tax  law  make  it  more  difficult  for  smaller  businesses  to  be  able  to  afford 
health  insurance.  Persons  operating  unincorporated  businesses  do  not  benefit  to  the  same  extent 
as  large  firms  from  the  tax  advantages  associated  with  offering  employees  health  insurance. 

It  has  been  a  long-standing  practice  under  the  tax  law  that  corporations  have  been 
permitted  to  deduct  all  of  the  health  insurance  premiums  paid  on  behalf  of  their  employees. 
However,  it  wasn't  until  1986  that  Congress  attempted  to  rectify  to  any  degree  the  disparity  in 
the  tax  treatment  of  health  care  expenses  between  unincorporated  businesses  and  corporations. 
Beginning  in  1986  and  continuing  through  the  end  of  1993,  self-employed  persons  had  been 
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permitted  to  deduct  25  percent  of  their  health  insurance  premium  costs  from  their  taxes. 

The  NASE  views  attainment  of  a  100  percent  health  insurance  deduction  for  the  self- 
employed  as  a  matter  of  equity.  If  Congress  really  wants  to  increase  health  insurance  coverage 
of  small  businesses  and  their  employees,  studies  show  that  a  full  deduction  is  the  most  fair  and 
effective  way  to  do  it. 

We  commissioned  a  study  last  year  to  show  the  impact  that  a  loss  of  the  25  percent 
deduction  would  have  on  the  uninsured  population.  The  study,  conducted  by  Dr.  Bruce  Kirchoff 
of  the  New  Jersey  Institute  of  Technology,  showed  that  more  than  400,000  people  would  join 
the  ranks  of  the  uninsured  if  self-employed  persons  lost  the  25  percent  deduction  for  their  health 
care  premiums.  A  separate  study  conducted  by  Health  Care  Solutions  for  America  estimates  that 
if  federal  tax  policy  treated  everyone  the  same  way,  including  individual  purchasers,  over  10 
million  more  Americans  would  purchase  health  insurance. 

Unfortunately,  we  have  found  the  road  towards  100  percent  deductibility  to  be  one  with 
many  promises  and  little  delivery.  Even  retention  of  a  25  percent  deduction  since  1986  has  been 
fraught  with  much  frustration.  Every  year  the  self-employed  community  would  be  promised  a 
permanent,  full  deduction  of  their  health  insurance  premiums,  only  to  find  themselves  held 
hostage  to  federal  revenue  and  budgetary  concerns.  In  this  way,  self-employed  persons  have 
found  their  partial  health  insurance  deduction  subject  to  continual  renewal  on  a  year  to  year 
basis.  Self-employed  persons  face  yet  again  another  expiration  of  the  deduction,  as  President 
Clinton's  1993  Economic  Package  only  extended  the  25  percent  health  insurance  deduction 
through  December  31,  1993. 

Throughout  the  initial  discussion  on  health  care  reform,  the  self-employed  were 
promised,  yet  again,  that  their  quest  for  a  100  health  insurance  deduction  would  be  answered 
affirmatively  in  the  context  of  the  passage  of  final  health  care  legislation  by  Congress  this  year. 
The  NASE  had  every  reason  to  believe  this  -  the  100  percent  deduction  had  been  a  common 
theme  in  every  major  health  care  bill  introduced  in  Congress  in  1993  and  1994,  including 
President  Clinton's  Health  Security  Act.  Even  the  initial  Ways  and  Means  Committee 
Chairman's  mark  -  which  was  released  in  June  1994  ~  called  for  a  100  percent  deduction  for 
the  self-employed.  (However,  as  discussed  below,  the  final  Ways  and  Means  plan  only  increases 
the  deduction  to  80  percent.) 

It  appears  that  the  self-employed  community's  call  for  a  100  percent  health  insurance 
deduction  will  yet  again  be  subject  to  sacrifice.  In  the  document  entitled  "Questions  and 
Answers  About  the  House  Democratic  Leadership  Health  Reform  Proposal  (dated  July  29, 
1994),  the  House  Leadership  states  that  the  "self-employed  will  be  able  to  deduct  the  full  cost 
of  the  employer  share  of  their  coverage. " 

Despite  this  language  found  in  the  House  Leadership's  summary  explanation  of  their  bill. 
it  is  our  understanding  that  the  self-emploved  will  not  receive  a  full  100  percent  health 
ironirance  deduction.  We  understand  that  the  House  Leadership  has  adopted  the  self-employed 
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health  insurance  deduction  language  contained  in  the  final  Ways  and  Means  Committee  bill,  as 
passed  by  the  committee.  The  Ways  and  Means  Committee  bill  reinstates  the  25  percent  health 
insurance  deduction  for  the  self  employed  retroactive  to  January  1 ,  1994  and  increases  the 
deduction  to  80  percent  beginning  in  1998. 

While  we  commend  the  Ways  and  Means  Committee  for  significantly  increasing  the  level 
of  the  health  insurance  deduction  for  self-employed  persons,  we  remain  concerned  about  a  phase- 
in  of  an  80  percent  health  insurance  deduction.  The  NASE  believes  that  full  deductibility  of  a 
self-employed 's  health  insurance  premiums  should  be  available  this  year.  Also,  we  have  strong 
reservations  about  the  use  of  any  kind  of  a  phase-in  of  the  health  insurance  deduction  for  the 
self-employed  —  as  we  believe  a  phase-in  would  merely  perpetuate  the  dilemma  that  the  self- 
employed  community  has  faced  in  recent  years.  That  is,  attainment  of  even  an  80  percent  health 
insurance  deduction  stands  likely  to  be  traded-off  for  political  or  revenue  purposes  before  1998. 

Full  deductibility  for  the  self-employed  has  been  similarly  compromised  in  Senator 
Mitchell's  health  plan,  as  well  as  in  the  Finance  Committee  version  of  health  care  reform.  The 
Mitchell  bill  provides  for  a  25  percent  health  insurance  deduction  through  1995,  and  beginning 
in  1996  a  deduction  of  "up"  to  50  percent  of  the  cost  of  the  standard  benefits  package. 
Moreover,  while  the  Finance  Committee  bill  provides  for  full  deductibility  of  health  insurance 
premiums  for  the  self-employed  and  other  individuals  by  1996,  the  deduction  would  be  tied  to 
a  cost  control  feature. 

Any  increase  in  the  self-employed  deduction  and  any  "subsidies"  contained  in  the  Finance 
Committee  Plan  would  be  reduced  or  eliminated  if  the  costs  of  the  overall  health  care  package 
exceed  certain  projections.  Meaning  ~  this  key  deduction  for  the  self-employed  could  again 
be  subject  to  political  and  revenue  concerns. 

The  NASE  believes  100  percent  deductibility  is  an  issue  of  equity  and  thus,  should  not 
be  held  hostage  to  some  future  policy  debate.  We  urge  the  House  Small  Business  Committee 
members  to  take  action  to  ensure  enactment  of  an  immediate  and  full  100  percent  deduction  for 
the  self-employed. 

Independent  Contractors 

The  NASE  is  pleased  that  any  final  health  care  legislation  passed  by  Congress  this  year 
is  not  likely  to  adopt  the  indqjendent  contractor  provision  contained  in  H.R.  3600,  President 
Clinton's  Health  Security  Act.  We  base  this  assumption  on  the  fact  that  the  House  Ways  and 
Means  and  Senate  Finance  Committees  decided  to  reject  the  President's  position  on  independent 
contractors.  Instead,  the  bills  passed  by  these  two  committees  call  for  Treasury  to  submit  a 
legislative  proposal  on  independent  contractor  status  to  Congress  by  January  1996. 

President  Clinton's  health  care  proposal  includes  provisions  which,  in  general,  would 
permit  the  IRS  to  issue  prospective  regulations  to  determine  who  is  an  employer  and  an 
employee  for  purposes  of  both  health  care  and  all  federal  employment  tax  matters.    We  are 
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pleased  that  this  Administration's  position  on  independent  contractors  is  not  likely  to  be  included 
in  final  health  care  legislation  for  one  particular  reason.  The  NASE  views  the  Administration's 
position  as  an  attempt  to  dramatically  restructure  the  tax  treatment  of  independent  contractor 
status.  We  view  the  Administration's  position  on  independent  contractors  to  be  a  major  and 
unnecessary  distraction  from  the  broader  health  care  debate. 

The  NASE  has  had  numerous  communications  to  Capitol  Hill  since  Fall  1993  about  the 
Administration's  views  on  independent  contractors.  We  have  alwavs  taken  the  position  that  we 
might  be  able  to  support  a  review  of  independent  contractor  status,  but  only  if  it  was  done  on 
a  separate  track  from  health  care.  The  independent  contractor  matter  is  too  complex  a  tax  issue 
to  be  discussed  as  a  sidelight  to  health  care  reform. 

Many  proponents  of  H.R.  3600  argue  that  the  Administration's  independent  contractor 
provisions  are  inextricably  linked  to  the  employer  mandate  concq)t.  The  NASE  strongly 
disagrees  with  this  position.  We  believe  that  broad-based  and  meaningful  health  care  reform  can 
be  accomplished  without  enacting  an  employer  mandate  or  by  adding  additional  burdens  on 
independent  contractor  status.  The  NASE  believes  that  the  final  Ways  and  Means  and  Finance 
Committee  bills  reach  the  right  balance  regarding  the  complexities  of  independent  contractor 
status  through  their  call  for  Treasury  to  develop  a  legislative  proposal  by  January  1996  on  the 
issue. 

The  Health  Security  Act  provides  the  IRS  with  authority  to  issue  prospective  regulations 
on  indq)endent  contractor  status  "in  order  to  prevent  the  misclassification  of  workers"  by 
businesses  or  persons  seeking  to  "minimize  payment"  under  the  Administration's  initiative.  The 
regulations  would  not  be  limited  to  situations  relating  to  health  care  premiums,  but  would  also 
be  applicable  to  all  issues  related  to  employment  taxes.  The  NASE  views  these  proposal  to  be 
a  dangerous  and  open-ended  grant  of  authority  to  the  IRS.  Without  clear  and  unambiguous 
safeguards  buUt  into  the  law,  we  believe  that  such  a  broad  grant  of  authority  to  the  IRS  is 
equivalent  to  "putting  the  fox  in  charge  of  the  hen  house." 

Small  business  has  had  a  long-standing  policy  of  supporting  clarification  of  independent 
contractor  status.  But  the  objective  of  that  policy  should  be  to  accommodate  changes  in  the  U.  S . 
and  global  economies  toward  more  -  not  less  -  flexibility  in  employment  and  contracting 
arrangements.  Small  business'  concerns  have  been  ftieled  by  the  vigorousness  of  IRS  payroll 
tax  audits  focussing  on  employment  classification  issues. 

In  response  to  the  intensity  with  which  the  IRS  has  pursued  independent  contractor  audits, 
the  NASE  has  previously  called  upon  Congress  to  take  steps  to  foster  the  nation's 
entrepreneurship  base  -  and  not  look  for  ways  to  impede  the  availability  of  independent 
contractor  status.  We  believe  that  this  premise  should  be  the  starting  point  from  which  Treasury 
begins  drafting  independent  contractor  legislation. 

Payroll  Tax  Increase  for  S  Corporations 
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According  to  the  summary  released  this  week  regarding  Senator  Mitchell's  health  care 
bill,  his  bill  adopts  the  S  corporation  provision  contained  in  the  health  care  legislation  that 
recently  passed  the  Finance  Committee.  This  provision  imposes  self-employment  taxes  on 
certain  shareholders  of  service  industry  S  corporations.  In  general,  the  measure  recharacterizes 
as  "wages'  the  earnings  these  shareholders  reinvest  in  the  company. 

The  NASE  views  this  proposal  as  a  penalty  on  an  S  corporation  which  has  chosen  to 
reinvest  its  earnings  to  fund  business  expansion.  In  effect,  the  provision  wUl  result  in  harm  to 
the  nation's  economic  growth  and  impede  expansion  of  the  American  work  force.  The  Finance 
Committee  proposal  puts  S  corporations  at  a  competitive  disadvantage  (from  a  tax  perspective) 
with  C  corporations. 

In  addition  to  our  opposition  to  the  proposal  on  policy  grounds,  the  NASE  views  the 
measure  as  unnecessary  --  particularly  if  an  employer  mandate  is  dropped  from  any  final  health 
care  bill  passed  by  Congress  this  year.  The  provision  was  originally  included  in  President 
Clinton's  Health  Security  Act  plan  to  address  perceived  abuses  with  respect  to  self-employment 
taxes.  The  Administration  was  concerned  that  certain  S  corporations  might  "continue"  to  pay 
low  wages  to  shareholder  employees  in  order  to  avoid  the  payment  of  self-employment  taxes, 
and  thereby  use  their  "underpayment"  of  self-employment  taxes  as  a  way  to  minimize  the 
payment  of  insurance  premiums  to  fund  universal  health  care  coverage.  This  payroll  tax 
increase  should  be  dropped  from  consideration  in  any  final  legislation. 
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STATEMENT  OF  RONALD  J.  WALDHEGER  ON  BEHALF  OF 
THE  SMALL  BUSINESS  COUNCIL  OF  AMERICA 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 
OF  THE  UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

ON  HEALTH  CARE  REFORM 

AUGUST  4,  1994 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  Ronald 
Waldheger,  the  Chair  of  the  Small  Business  Council  of  America 
(SBCA)  Health  Care  TasJc  Force.  I  am  also  a  practicing  attorney  who 
specializes  in  health  benefit  plans  and  delivery  systems.  As  Chair 
of  the  SBCA  Health  Care  Task  Force,  I  am  here  to  present  our  views 
on  health  care  reform. 

SBCA  is  a  national  nonprofit  organization  which  represents  the 
interests  of  privately-held  and  family-owned  businesses  on  federal 
tax,  health  care  and  employee  benefit  matters.  The  SBCA,  through 
its  members,  represents  well  over  20,000  enterprises  in  retail, 
manufacturing  and  service  industries,  which  enterprises  represent 
or  sponsor  over  two  hundred  thousand  qualified  retirement  and 
welfare  plans. 

Specifically,  small  business  is  adamant  that  "hurry-up"  reform 
in  the  eleventh  hour  is  no  way  to  reform  our  nation's  most  vital 
industry.  The  most  recently  unveiled  leadership  proposal  would 
place  most  small  businesses  in  a  "Medicare  Part  C",  single-payer 
plan,  with  all  of  the  bureaucracy  that  it  would  entail.  Any  such 
proposal  without  modification  will  be  opposed  by  small  business. 

The  SBCA's  attached  Policy  Statement  further  illuminates  small 
business'  major  concerns. 

The  Conmittee  specifically  asked  our  perspective  on  two  policy 
matters.  First,  the  recharacterization  of  independent  contractors 
as  employees,  for  coverage  purposes.  Let's  be  very  clear  -  many 
businesses  that  utilize  independent  contractors  are  marginal  or 
start-up  businesses.  The  economics  of  including  them  in  a  mandated 
health  care  system  will  be  catastrophic. 

I  will  use  as  an  example  a  small  delivery  business  using  20 
Independent  contractor  drivers.  If  the  business'  profits  are 
cxirrently  in  the  $50,000  range,  covering  80%  of  the  drivers'  health 
care  costs  above  would  more  than  eliminate  these  profits,  leaving 
the  proprietor  with  no  reason  to  remain  in  business.  Even  if  very 
small  businesses  are  exempted,  the  impact  will  be  to  significantly 
reduce  jobs  at  the  lowest  entry  position  in  our  economy;  a  very  bad 
policy. 
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Secondly,  the  Committee  seeks  our  position  on  the  effect  of 
proposed  legislation  on  S-Corporations.  Small  business  wants  a 
"level  playing  field."  Therefore,  any  tax  to  be  levied,  including 
a  health  care  tax,  must  be  levied  equally  on  S-  and  C-Corporations, 
and  deductions  for  each  made  equivalent.  This  would  require 
corresponding  amendments  to  the  Internal  Revenue  Code. 

Most  importantly,  we  ask  the  members  of  the  Committee  to 
understand  the  devastating  effects  on  small  business  of  a  mis-step 
in  health  care  policy.  No  reform,  or  gradual  reform,  is  always  in 
small  business'  best  interests,  allowing  industry  time  to 
experiment  and  adjust. 
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SMALL  BUSINESS  COUNCIL  OF  AMERICA 
HEALTH  CARE  REFORM  POLICY  STATEMENT 


America  is  about  to  take  a  momentous  step  when  it  decides  how  to  reform  the  nation's 
health  system.  With  health  care  representing  one-seventh  of  the  nation's  gross  national  product, 
offering  employment  and  livelihood  to  millions  of  Americans,  and  critical  to  the  wellbeing  of 
every  citizen,  the  decisions  that  we  make  will  be  both  historic  and  challenging. 

The  excitement  and  push  for  reform  runs  the  risk  of  restyling  our  health  care  system  and 
its  underlying  industry  without  understanding  the  implications  of  change.  SBCA  is  in  favor  of 
well-considered  health  care  reform  legislation,  based  upon  a  bi-partisan  understanding  of  the  real 
problems  facing  our  health  care  delivery  system.  That  understanding  can  only  come  with  the 
full  participation  of  all  who  have  a  stake  in  the  contemplated  changes,  a  process  that  was  not 
evident  in  the  formulation  of  the  Health  Security  Act  offered  by  the  Administration.  Thus, 
SBCA  members  are  not  surprised  by  the  troubles  being  encountered  by  that  reform  plan. 

The  members  of  SBCA  believe  that  rushing  to  judgment  poses  significant  risk.  The 
redesign  of  the  entire  industry,  representing  14%  of  the  nation's  economy,  will  require  complex 
and  difficult  decisions.  Rushed  judgments  will  poorly  serve  reform  if  the  quality  and 
accessibility  of  health  care  is  undermined.  A  deliberative  process  allowing  for  incremental 
changes  (even  if  these  delay  reform)  will  protect  against  disruptive  dislocation. 

We  see  five  principles  that  ought  to  be  the  hallmark  of  sound  health  care  reform: 

1.  UNIVERSAL  PRIVATE  INSURANCE  ACCESS 

Any  reform  plan  must  make  private  health  insurance  accessible  to  all  Americans. 
Key  to  this  will  be  a  combination  of  subsidies  to  the  low  income  and  fundamental 
reforms  of  our  health  insurance  coverage  despite  medical  conditions.  Providing  access 
for  those  who  cannot  obtain  individual  insurance  should  be  through  vouchers  that  result 
in  all  citizens  having  access  to  the  private  health  care  system.  Our  experience  with 
Medicaid  demonstrates  that  separate  government  programs  result  in  two  tiers  of  care 
which  does  not  function  uniformly  throughout  the  SO  states. 

Insurance  market  reforms  offer  a  potential  for  dramatic  improvements  in  both 
access  and  affordability.  However,  as  insurance  reform  in  New  York  demonstrated, 
market  reforms  using  flat  community  rating  formulas  can  result  in  pricing  health  care  to 
unaffordable  levels  that  will  reduce  coverage  for  some  groups.  Portability  is  a  goal  we 
strongly  support. 

2.  INCENTIVES  FOR  PRIVATE.  NOT  PUBLIC.  BUYING  ALLIANCES 

While  the  President  has  emphasized  the  need  for  freedom  of  choice  by  individuals 
in  the  selection  of  health  care  coverage,  we  believe  that  business  firms,  particularly  small 
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firms,  must  also  be  afforded  the  freedom  to  choose  how  they  will  secure  coverage  for 
their  owners,  employees  and  dependents.  There  is  no  justifiable  reason  to  create 
government  monopoly  "buying  alliances"  to  cover  small  businesses  seeking  to  offer 
coverage  to  their  employees  while  allowing  big  business,  big  unions,  and  government 
employers  to  opt  out.  All  U.S.  firms  deserve  to  have  the  same  choices  as  their 
competitors.  Thus,  every  firm,  regardless  of  size,  should  be  given  the  choice  to  self- 
insure,  purchase  insurance  directly  from  a  carrier,  or  obtain  it  from  a  purchasing 
alliance.  Currently,  the  pending  proposals  deny  small  firms  this  choice  since  most  would 
deny  smaller  firms  from  self-insuring  despite  a  successful  record  by  many  self-insured 
snudl  firms.   Size  should  not  be  a  barrier  to  self  insurance. 

3.  MEDI-SAVE  ACCOUNTS  AND  TAX  INCENTIVES 

Changes  in  the  tax  treatment  of  health  care  can  also  contribute  to  reform  of  our 
health  care  system.  First,  self  employed  persons  and  individuals  ought  to  be  able  to 
deduct  the  full  costs  of  purchasing  health  care  just  as  the  tax  code  allows  corporate  and 
business  firms  to  do.  Also,  changing  the  tax  code  to  sensitize  individuals  to  the  cost  of 
health  care  can  help  to  lower  health  care  costs.  This  does  not  mean  that  we  should 
impose  additional  taxes  on  employees;  rather  we  should  provide  tax  breaks  to  provide 
meaningful  incentives.  Eliminating  or  limiting  the  tax  exclusion  for  employees  will  not 
have  the  desired  effect  because  the  small  amount  lost  by  the  employee  (when  spread  over 
the  year  through  higher  payroll  taxes)  will  not  change  health  care  consumption  practices. 
To  change  health  care  consumption  behavior,  a  Medi-Save  account  can  have  the  desired 
impact,  plus  a  dividend  of  increased  savings  that  can  be  applied  to  retirement  needs. 

4.  NO  EMPLOYER  OR  EMPLOYEE  MANDATES 

The  SBCA  believes  that  forcing  either  the  employer  or  the  individual,  or  any 
combination  of  the  two,  to  purchase  health  insurance  is  unnecessary  and  dangerous. 

Mandates  are  unnecessary  because  both  employers  and  employees  consider  the 
provision  of  insurance  as  a  dollar-for-doUar  substitute  for  compensation.  That  is,  the 
required  purchasing  of  insurance  will  merely  reduce  compensation  or  employment,  or 
both.  The  key  is  to  make  insurance  available. 

Mandates  are  dangerous  because  once  in  place,  it  is  difficult  to  ever  reduce  or 
alter  them.  As  a  result,  they  become  entitlement  without  either  the  employer  or  the 
individual  taking  responsibility  for  reducing  costs  or  increasing  efficiencies.  In  many 
ways,  it  was  the  removal  of  individual  responsibility  from  health  care  decision  making 
which  led  to  the  current  crisis.  This  is  not  the  time  to  repeat  the  mistake. 


5.         NO  GLOBAL  BUDGETS  OR  PRICE  CONTROLS 

The  imposition  of  price  controls,  in  any  area  of  the  economy,  results  in  shortages. 
In  no  area  will  this  be  a  greater  disaster  than  in  health  care. 
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Canada  and  New  Zealand  provide  the  most  immediate  examples  of  the  effects  of 
price  controls  in  medicine.  Expensive  procedures  are  discarded  in  favor  of  cheaper 
procedures  in  attempts  to  meet  mandated  budgets.  Quality  is  sacrificed  for  the  budget. 
Thus,  for  example,  the  waiting  list  for  heart  surgery  in  Canada  exceeds  9  months  such 
that  the  leading  cause  of  death  from  heart  disease  is  actually  waiting  for  the  surgery! 

The  answer  to  increased  cost  lies  not  in  artificially  induced  shortages  and 
rationing,  but  in  a  highly  competitive  system,  with  a  wealth  of  information  and  free 
choice  to  the  consumer.  With  an  aging  population  and  high  expectations  for  quality  of 
life  as  well  as  longevity,  health  care  will  be  the  number  one  consumer  product  in 
America  in  the  next  century.  It  is  imperative  that  price  control  induced  shortages  not  be 
permitted  to  reduce  the  quality  of  care  and  new  technologies  that  are  on  the  horizon. 


CONCLUSION 

The  SBCA  urges  Congress  to  exercise  restraint  in  these  last  few  months  before  the 
election.  It  is  better  to  fully  consider  a  comprehensive  and  coordinated  approach  to  health  care 
reform  than  to  hurry  through  an  ill-conceived  composite  of  unstudied  ideas.  If  Congress  decides 
it  must  act,  the  SBCA  urges  the  type  of  reform  outlined  herein  --  a  market  based  reform  based 
on  individual  responsibility  and  incentives,  rather  than  on  controls,  mandates,  and  rationing. 
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SMALL  BUSINESS  COUNCIL  OF  AMERICA 

POSITION  PAPER 

I.  INTRODUCTION: 

Health  care  reform  affects  no  group  more  than  the  small  businesses  of 
America.    Indeed,  small  business  is  at  the  center  of  the  storm.    It  is  the  country's 
major  employer  and  covers  the  majority  of  Americans  who  have  health  care 
benefits.    Yet,  it  is  also  the  segment  that  fails  to  provide  coverage  to  many 
Americans  because  it  is  the  segment  that  finds  it  most  difficult  to  afford  any 
increase  in  bottom  line  cost. 

Small  business  is  the  sector  of  the  economy  most  likely  to  fuel  economic 
recovery.    Two  major  roadblocks  to  the  growth  of  small  business  have  been  rising 
health  care  costs  and  rising  payroll  taxes.    Recent  proposals  aimed  at  reducing  tax 
incentives  to  cover  employees  with  health  insurance  while  mandating  such 
coverage  have  thrown  a  cloud  of  uncertainty  over  the  plans  of  small  business  to 
expand.    In  fact,  if  unartfuUy  drawn,  such  legislation  will  chill  even  modest 
growth.    And,  as  goes  small  business,  so  goes  the  American  economy. 

At  the  same  time,  health  care  itself  is  delivered  by  thousands  of  other 
'small  businesses*  employing  millions  of  workers.    From  hospitals,  to  clinics,  to 
medical  equipment  companies,  to  multi-provider  groups  and  single  doctor 
practices,  the  business  of  health  care  in  this  country  is  dominated  by  small 
businesses,  all  standing  on  the  brink  of  momentous  change.    It  is  itself  a 
multibillion  dollar  industry.    Any  legislation  aimed  at  this  group  will  have  a 
profound  impact  on  the  economic  welfare  of  hundreds  of  thousands  of  health  care 
workers  and  on  the  economy  in  general. 

Finally,  but  not  less  importantly,  the  actual  health  care  of  millions  of 
employees  and  their  families  depends  upon  maintaining  and  improving  the  access 
to  and  quality  of  health  care  provided  by  this  small  business  system.    Many  have 
stated  that  we  cannot  afford  our  current  system.    We  can  afford  even  less  a 
misstep  in  health  care  policy  in  either  economic  or  human  terms. 

II.  OUR  POSITION: 

Small  business  SUPPORTS  health  care  reform  to  improve  access  to  and 
control  the  cost  of  health  care.    The  magic  will  be  in  HOW  this  is  accomplished. 
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The  SBCA  represents  a  broad  cross-section  of  those  businesses  which  will  be  most 
affected.    We  stand  ready  to  work  in  this  effort. 

If  ever  there  should  be  a  non-partisan,  carefully  studied  issue,  health  care 
should  be  it.    A  system  which  has  delivered  the  finest  health  care  in  history,  by 
every  measure,  should  be  overhauled  with  learned  respect.    We  are  not  predicting 
or  even  urging  one  specific  outcome.    We  are  pressing  for  both  a  rational  process 
and  a  recognition  of  how  change  will  radically  affect  small  business  and  our 
economy. 

To  assist  in  the  process,  the  SBCA  offers  the  following: 
ni.      SBCA's  TEN  POINT  PLAN: 

We  are  in  favor  of  the  following  proposals  to  facilitate  sound  health  care 
reform  legislation  and  small  business  support: 

A.  Convene  a  Presidential  Blue  Chip  Panel:    A  private  panel 
made  up  of  the  leaders  of  industry  and  business,  large  and 
small,  of  union  leaders  and  doctors,  HMO  executives  and 
actuaries,  the  medical  directors  of  major  clinics  and  small 
town  practices,  of  nurses  and  lawyers  and  insurance  company 
executives  should  be  convened.    Make  it  a  full  ad  hoc  "Con- 
gress* of  the  private  sector.    There  is  nothing  wrong  with  the 
government  and  academic  panels  working  to  date,  but  let's 
convene  the  players  themselves.    Let's  learn  what  they  know 
by  hard  experience.    Let's  get  their  support  of  the  process. 

B.  A  Moratorium  on  Piecemeal  Reform:   Recently,  health  care 
reform  has  become  an  issue  on  which  some  politicians  rely  for 
immediate  recognition.    While  this  indicates  the  importance  of 
the  issue  to  the  public,  exploiting  the  public  fear  and  desire 
for  a  "quick  fix"  could  result  in  random  reform  which  will 
seriously  cripple  both  the  existing  system  and  comprehensive 
reform.    Certainly,  whatever  the  sponsors'  intentions,  bills 
proposed  during  this  debate  can  only  muddy  the  waters  and 
create  divisive  reactions  to  what  should  be  a  deliberate, 
national  initiative. 
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C.  Private.  Not  Public.  Manasement:    Public  opinion  polls  make 
it  crystal  clear  that  the  public  does  not  desire  a  federal 
bureaucracy  handling  its  health  care.    While  the  public  may 
desire  some  government  assistance  in  paying  for  health  care,  it 
wishes  the  delivery  system  and  the  management  to  be  in 
private  hands.    This  is  not  a  criticism  of  government  activism, 
but  a  recognition  that  the  huge,  centralized  bureaucracies  that 
are  necessary  for  federal  programs  do  not  fit  well  with  the 
flexible,  personalized,  hands-on  treatment  people  desire  from 
their  health  care  system.    The  impersonal  treatment  and  red 
tape  of  the  insurance  companies  should  not  be  replaced  by 
even  larger  and  less  customer  sensitive  government 
bureaucracies.    The  entire  system  must  be  streamlined  (with 
electronic  billing,  published  fee  schedules,  etc.),  not 
bureaucratized. 

D,  Preservation  of  Small  Business  and  Employee  Tax  Incentives.: 
Perhaps  the  most  disturbing  proposals  for  the  public  in 
general,  and  for  the  small  business  public  in  particular, 
involve  either  or  both  the  elimination  of  business  tax 
deductions  for  health  care  premiums  and  the  elimination  of  the 
exclusion  of  health  care  benefits  from  the  taxable  personal 
income  of  the  employee.    In  an  effort  to  raise  revenue  to  pay 
for  coverage  of  the  uninsured,  it  may  seem  easiest  to  penalize 
those  small  businesses  and  their  employees  who  currently  DO 
provide  or  receive  such  benefits,  but  it  is  backwards.    THESE 
INCENTIVES  PROMOTE  HEALTH  CARE  COVERAGE. 
Small  business  needs  the  incentives.    Businesses  and  employ- 
ees must  be  encouraged  to  provide  good  insurance  coverage 
AND  to  reduce  utilization.    Tax  disincentives  to  coverage  send 
a  very  wrong  message  and  could  seriously  weaken  our 
country's  economic  recovery. 

E.        Clear  Antitrust  Guidelines:   The  experimentation  with  new 

structures  which  so  characterizes  American  small  business  has 
been  chilled  by  the  application  of  extremely  vague  antitrust 
rules.    Developed  for  application  to  other  industries,  the 
antitrust  laws  and  regulations  have  crippled  small  business 
efforts  to  coalesce  and  experiment  with  new  structures  in  the 
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health  care  industry.    Specific,  clear,  and  enforceable  rules 
that  allow  group  purchasing  and  group  selling  of  health  care 
services  need  to  be  developed.    Only  in  this  way  can 
economies  of  scale,  common  utilization  standards,  and  quality 
controls  be  effectively  applied.    This  is  not  to  say  that  abiisiyfi 
combinations  in  restraint  of  trade  should  be  permissible. 
Rather,  legal  experts  in  the  field  should  be  convened  to  draw 
up  specific,  reliable  guidelines  that  promote  efficient  health 
care  delivery  and  purchase.    The  SBCA  can  assist  in  bringing 
appropriate  experts  to  the  table. 

F.        No  Price  Freezes  that  Cause  Shortaees:    While  many  are 

enticed  to  try  to  control  inflation  with  price  controls,  market 
forces  will  always  come  into  play.    Any  sort  of  cap  on  fees, 
budgets,  or  spending  must  be  reviewed  in  light  of  the 
shoruges,  delays,  and  decline  in  service  that  is  likely  to 
occur.    In  no  area  of  the  economy  would  lack  of  access, 
delays,  or  shortages  have  a  more  devastating  effect.    In  fact, 
these  are  the  very  shortcomings  we  seek  to  eliminate.    In  our 
rush  to  control  costs,  we  must  remember  what  it  will  be  like 
if,  for  example,  we  cannot  find  immediate  care  for  our  sick 
children.    Survey  after  survey  has  shown  that  the  American 
public  is  far  more  satisfied  with  the  quality  of  its  health  care 
system  than  are  the  citizens  of  Canada,  Great  Britain,  and 
other  "universal  coverage"  countries.    There  is  no  argument 
from  any  quarter  that  their  dissatisfaction  is  due  to  the 
shortages  and  delays  caused  by  price  controls.    Let's  be 
careful.    Controlling  cost  must  nfil  be  permitted  to  create 
delays  or  reduce  access. 

G.       A  'Sunshine  raw'  for  Health  Care  Data:    In  previous  debates, 
the  actual  information  on  health  care  in  this  country  has  been 
selectively  furnished  to  serve  the  interests  of  whomever 
released  it.    From  premium  data,  to  utilization,  to  fee 
schedules,  to  the  number  of  uninsured  and  underinsured,  the 
information  has  been  available  only  in  piecemeal  fashion. 
Objective  numbers  aiC  available.    It  will  not  slow  reform  to 
insist  that  these  numbers  are  agreed  upon,  published  and  used 
as  the  foundation  for  restructuring  the  health  care  system. 
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What  IS  spent  on  terminal  illness?   What  percentage  of  health 
care  costs  IS  spent  on  doctor  fees?   Hospital  charges?   Unnec- 
essary surgeries,  etc.?    By  forcing  all  involved  to  "come  to 
the  table"  with  their  actual  numbers,  we  will  at  least  have  the 
data  needed  to  make  informed  policy  choices.    The  SBCA 
itself  stands  ready  to  supply  accurate  numbers  in  its 
possession. 

National  Awareness  and  Education:    During  the  course  of 
reform  in  1993  and  1994,  public  education  about  health  care 
delivery  and  reform  should  be  initiated.    Wellness  and 
educated  consumption  are  the  only  permanent  means  to  reduce 
health  care  costs.    To  proceed  with  the  reform  effort  without 
the  general  public  being  given  the  time  or  the  information  to 
understand  the  issues,  the  process,  or  the  decisions  will  almost 
certainly  doom  the  reforms  to  failure.    We  are  a  public  who  is 
demanding  the  very  best  in  health  care  for  considerably  less 
than  we  pay  now. 

Let's  ensure  that  the  public  understands  the  trade-offs  and  is 
prepared  to  participate  in  the  system's  success.    Otherwise,  by 
their  own  actions  within  the  new  system,  or  at  the  polls 
thereafter,  they  will  undo  the  new  system  without  ever  giving 
it  a  chance. 

Preservation  nf  Out-Of- Panel  Physician  Choice:    Overwhelm- 
ingly, the  American  public  favors,  even  insists  upon,  free 
physician  choice.   This  makes  sense.    If  one  is  not  satisfied 
with  the  physician  Uking  care  of  the  family's  health,  then  he 
or  she  must  have  the  right  to  look  elsewhere.   Freedom  of 
choice  is  as  important  in  health  care  as  in  any  other  aspect  of 
American  life.    While  it  may  be  far  easier  to  control  monetary 
costs  when  there  are  closed  panels,  the  social  cost  of  this 
system  has  been  demonstrated  repeatedly  in  countries  with 
socialized  medicine.    This  is  not  to  say  that  closed  panels  or 
high  copayments  in  the  event  of  out-of-panel  selection  are  not 
one  appropriate  alternative.    It  is  to  say  that  the  health  care 
system  should  not  be  designed  to  eliminate  a  choice  of  physi- 
cian for  those  who  are  willing  to  pay  the  additional  cost. 
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Ultimately,  it  is  the  public's  open  selection  of  competing 
health  care  providers  which  will  ensure  the  quality  of  our  sys- 
tem. 


IV.     CONCLUSION: 

The  SBC  A  believes  both  in  reform  and  in  preserving  what  is  "right" 
about  the  current  health  care  system.    It  is  the  finest  health  care  system  in 
the  world.    While  we  must  improve  access  and  eliminate  unnecessary  costs, 
government  planners  must  be  keenly  aware  of  the  effect  of  any  specific 
proposals  on  small  business,  whether  that  small  business  is  the  purchaser  or 
seller  of  health  care  services.    The  economic  and  social  costs  of  any 
mistakes  will  be  enormous. 
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Mr.  Chairman  and  Members  of  the  Committee: 


Thank  you  for  inviting  me  to  testify  at  today's  hearing.  Families  USA  is  a 
nonprofit,  nonpartisan  organization  working  for  health  care  reform  on  behalf  of 
consumers. 

In  June,  we  issued  a  report  which  was  entitled  "The  Crushing  Burden  of 
Health  Insurance."  The  subtitle  explains  the  specific  subject  of  the  report:  41 1,000 
Businesses  with  10,436,000  Workers  at  risk  today.  My  testimony  today  will  be  a 
summary  of  this  report  which  is  attached.. 
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A 


■%ey 
Findings 


merjcan  businesses  are  seeing  a  larger  and  larger  share  of  their  profits  eaten  up  by 
health  insurance  costs.  Total  business  spending  for  health  care  in  1 993  was  more  than 
three  and  one-half  (3.7)  times  business  spending  in  1980.  As  of  1980,  health  benefits 
amounted  to  41  percent  of  businesses'  aft&'-tax  profits.  By  1991,  health  benefits 
amounted  to  98  percent  of  after-tax  profits.'  Smaller  businesses  often  have  higher 
health  insurance  costs  than  big  businesses. 

This  report  provides  the  first  national  and  state-by-state  data  on  the  number  of 
businesses,  and  the  number  of  workers  in  these  businesses,  bearing  the  crushing 
burden  of  high  health  insurance  costs— more  than  eight  percent,  1 0  percent  and  1 2 
percent  of  payroll  for  health  Insurance  in  1 994.  This  burden  of  health  Insurance  costs 
threatens  the  health  benefits  and  the  jobs  of  the  workers  at  these  businesses.  This 
report  also  provides  national  data  on  the  numbers  of  businesses  by  size  with  nigh 
health  insurance  costs.  The  report  is  based  on  data  collected  by  the  Health  Insurance 
Association  of  America  and  the  U.S.  Small  Business  Administration. 


■  41 1,000  businesses  are  spending  at  least  12  percent  of  payroll  for  health  insurance. 
These  businesses  employ  over  10  million  workers.  (Sea  Table  1.) 

■  Nearly  three-fourths  (72%)  of  all  businesses  spending  at  least  12  percent  af  payroll 
for  health  insurance  are  small  businesses  with  fewer  than  1 0  workers.  Nearly  nine  out 
of  1 0  (89%)  have  fewer  than  20  workers.  (See  Table  2.) 

■  The  following  states  have  the  greatest  numbers  of  businesses  spending  at  least  1 2 
percent  of  payroll  for  health  Insurance:  New  York  (64,000);  Pennsylvania  (42,000);  New 
Jersey  (28,000);  California  (20,000);  Massachusetts  (20.000);  Illinois  (18,000);  Ohio 
(17,000);  Michigan  (14,000);  Connecticut  (11,000);  Florida  (11,000)  and  Missouri 
(11,000).  (See  Table  1.) 

■  The  following  1 0  states  have  the  greatest  numbers  of  workers  employed  in 
businesses  spending  at  least  12  percent  of  payroll  for  health  insurance:  New  York  (1.6 
million);  Pennsylvania  (1.2  million);  New  Jersey  (693.000);  Massachusetts  (598,000); 
California  (578,000);  Illinois  (548,000);  Ohio  (546,000);  Michigan  (409,000); 
Connecticut  (298,000)  and  Indiana  (292,000).  (See  Table  1.) 

■  539,000  businesses  are  spending  at  least  1 0  percent  of  payroll  for  health 
insurance.  These  businesses  employ  over  15  million  workers.  (See  Table  3.) 

■  735,000  businesses  are  spending  at  least  eight  percent  of  payroll  for  health 
Insurance.  These  businesses  employ  over  23  million  workers.  (See  Table  3.) 
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■  Nearly  two-thirds  (63%)  of  all  businesses  spending  at  least  eight  percent  of  payroll 
for  health  insurance  are  small  businesses  with  fewer  than  1 0  workers.  Five  out  of  six 
(83%)  have  fewer  than  20  workers.  (See  Tatle  2.) 

■  In  half  of  the  states  in  the  U.S.  {24  states),  at  least  one  out  of  five  (20%)  businesses 
that  provide  insurance  are  spending  more  than  12  percent  of  payroll  for  health 
insurance.  (See  Figure  1.) 


THE 

GROWING 

BURDEN 

ON 

BUSINESSES 


Businesses  play  an  important  role  in  financing  the  current  health  care  system.  More  than 
halt  (54%)  of  all  businesses  in  the  United  States  provide  health  insurance  to  their  workers.'  As 
of  1992,  businesses  provided  health  insurance  to  about  two-thirds  (63%)  of  the  population 
under  age  65-approximately  138  million  persons.'  Businesses  are  responsible  for  one-third 
(33%)  of  all  national  health  care  spending.  In  1993,  the  business  share  of  national  health 
spending  totaled  $279  billion,  more  than  three  and  one-half  (3.7)  times  what  businesses  paid 
in  1980.  Without  reform,  businesses  will  pay  $512  billion  by  the  year  2000,  nearly  double 
(1.8)  times  what  they  paid  in  1993  and  almost  seven  (6.8)  times  what  they  paid  in  1980.' 

Health  insurance  premiums  account  (or  more  than  one-half  (57%)  of  total  business  health 
spending.'  In  recent  years,  health  insurance  premiums  have  risen  tar  faster  than  inflation. 
From  1992  to  1993,  health  insurance  premiums  increased  8.5  percent,  more  than  twice  as 
much  as  general  intlalion.  Premiums  increased  14  percent  in  1991  and  16  percent  in  1990.  In 
1993,  businesses  paid  three  and  one-half  (3.5)  times  the  amount  they  paid  for  private 
insurance  premiums  in  1 980.'  The  cumulative  effect  of  health  inflation  poses  a  serious 
problem  for  American  businesses.  In  1 965,  health  care  costs  totalled  1 2.4  percent  of  after-tax 
profits.  By  1980,  health  care  costs  had  increased  to  41.2  percent  of  after-tax  profits.  In  1991, 
they  almost  equalled  after-tax  profits.' 

Small  businesses  generally  pay  10  to  40  percent  more  for  health  insurance  than  large 
companies.  Small  groups  lack  the  market  clout  larger  companies  have  to  bargain  for  lower 
insurance  rates.  This  means  they  bear  much  of  the  burden  of  paying  for  uncompensated  care 
to  the  uninsured,  since  they  must  pay  the  highest  provider  and  premium  rates.  In  addition, 
small  groups  are  often  sublect  to  insurance  company  undenwriting  practices  that  drive  up  the 
cost  of  premiums.  Under  current  insurance  company  practices,  small  group  premiums  are 
experience-rated-based  on  the  actual  claims  experience  of  the  group.  Since  small  groups 
cannot  spread  the  claims  costs  across  many  persons,  experience-rated  premiums  are  often 
high  and  can  escalate  rapidly  if  one  member  of  the  group  has  a  serious  health  problem. 
Groups  with  older  workers  or  women  of  child-bearing  age  also  face  higher  Insurance 
pre.miums  since  insurance  companies  expect  these  persons  to  have  higher  health  costs.' 
Small  groups  also  pay  higher  administrative  costs  than  'arge  groups.  Administrative  costs  can 
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■aUIIClt  Lavm-VHI  analysis  of  HaaNh  Insurance  Association  of  Amahea  IMI  Sunay  of  Employar-Soonsorad  Heaitn  Beneflt  Plans  and  U.S. 
Small  Business  Administration,  OfKee  of  Advocacy,  unpublished  data.  1993. 
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MMI  HOTEL  GHOUP-JACKSON,  MISSISSIPPI 

The  MMI  Hotel  Group  provides  management  services  to  hole 
and  motels  in  five  southern  states.  They  employ  1,300  worke 
who  do  everything  from  staffing  the  front  desk  to  cleaning  th( 

rooms.  MMI  Hotel  Group  offers  insuronce  to  oil  1,300 '■' 

and,  of  these,  about  400  workers  choose  to  participate ^ 

plan.  MMI  spends  $1.3  million  a  year,  approximately  12 
percent  of  payroll,  ta  cover  these  workers.  The  company  has 
experienced  rapidly  increasing  costs.  According  to  Mike 
Sturdivant,  Co-chairman,  MMI  Hotel  Group,  it  is  very  difficult 
for  the  company  to  absorb  these  cost  increases  since  MMI 
competes  with  many  hotel  management  businesses  that  do  n( 
offer  health  insurance  benefits. 


comprise  up  to  40  percent  ol  the  cost  of 
premiums  for  ttie  smallest  groups,  while 
administrative  costs  for  the  largest  groups- 
with  more  than  1 0.000  persons-  constitute 
only  5.5  percent  of  premiums.' 

In  the  face  of  rising  health  insurance 
premiums,  some  small  groups  frequently 
switch  health  plans.  This  practice  can  be  costly 
in  two  ways.  First,  searching  for  health 
insurance  and  filling  out  the  required  forms 
consume  a  large  amount  of  staff  time  and 
resources.  Second,  employees  in  these  groups 
may  to  be  subject  to  preexisting  condition 
exclusions  under  new  plans.  If  a  small  group 
stays  with  a  health  plan  for  several  years, 
premiums  may  increase  rapidly  as  preexisting 
condition  exclusions  expire  and  employees  begin  to  file  claims.'" 

The  high  cost  of  health  insurance  prohibits  some  businesses  from  purchasing  health 
insurance  for  their  workers,  even  if  they  are  willing  to  provide  this  coverage.  According  to  a 
University  of  Michigan  School  of  Public  Health  survey  of  small  business  owners,  83  percent  of 
respondents  said  premium  costs  were  a  very  important  reason  their  company  decided  not  to 
offer  insurance.  A  total  of  91  percent  said  premium  costs  were  an  important  reason  their 
company  decided  not  to  offer  insurance." 

Executives  in  businesses  of  all  sizes  are  expressing  frustration  with  the  current  health 
care  financing  system.  A  1991  survey  of  small  businesses  conducted  by  the  National 
Federation  for  Independent  Business  found  that  the  cost  of  health  insurance  is  the  most 
pressing  problem  facing  small  businesses."  In  a  different  survey,  the  Arthur  Andersen 
Enterprise  Group  found  that  the  number  of  executives  in  small  and  mid-sized  firms  rating  health 
and  medical  costs  as  'one  of  the  most  significant  challenges"  to  their  firms  doubled  from  1992 
to  1993."  A  May  1994  poll  of  business  executives  found  that  nearly  three-fourths  (72%)  ot  the 
small  business  respondents  believed  that  the  American  health  care  system  needed  "major 
changes"  or  "complete  rebuilding."" 

Executives  in  large  firms  are  no  different.  A  1990  survey  of  top  executives  in  Fortune  500 
companies  conducted  by  the  Gallup  Organization  found  that  nearly  95  percent  of  the 
respondents  ranked  health  care  costs  as  a  "top  concern"  or  a  "major  concern"  for  their 
corporations."  A  1992  Louis  Harris  poll  of  the  benefits  officers  m  the  nation's  2.500  largest 
employers  found  that  86  percent  believed  that  corporate  health  care  costs  would  rise 
dramatically  over  the  next  five  years.  Nearly  nine  of  10  (87  percent)  felt  pressure  to  cut  health 
care  costs  in  their  firms."  In  the  May  1994  poll  of  business  executives.  60  percent  ot  the 
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SOURCSi  Lawin-VHI  analysis  of  l-tealth  Insurance  Association  of  America  1 991  Survey  of  Employer-Sponsored  Health  Benefit 

Ptans  and  U.S.  Small  Business  Adminrstradon.  Office  of  Advocacy,  unpublished  data,  1 993. 
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*  Percentage  of  businesses  providing  health  insurance. 

•OURCBi  Lawin-VHi  analysis  of  Health  insurance  Association  of  America  1991  Survey  of  Empioyer-Sponsored  Health  Benatil 

Plans  and  U.S.  Small  Business  Administration,  OfTica  of  Advocacy,  unpublished  data.  1993. 
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respondents  for  nationwide  corporations  believed  that  the  American  health  care  system  needed 
'major  changes*  or  'complete  rebuilding.*" 


DISCUSSION 

OF 

FINDINGS 


This  analysis  uses  data  from  the  Health  Insurance  Association  of  America  and  the  U.S. 
Small  Business  Administration  to  estimate  the  number  of  businesses  that  are  spending  at  least 
eight  percent.  1 0  percent  and  1 2  percent  of  payroll  for  health  insurance,  and  the  number  of 
workers  employed  by  these  businesses.  These  businesses  are  bearing  a  burden  of  health 
insurance  costs  that  is  much  higher  than  average.  On  average,  health  insurance  costs  amount  to 
6.4  percent  of  payroll  for  businesses  that  provide  health  insurance." 

This  analysis  looks  at  businesses'  costs  for  providing  health  insurance  to  current  workers 
and  their  families.  This  includes  the  cost  of  dental  and  vision  benefits  if  they  are  included  in 
the  medical  benefits  package,  but  not  if  they  are  separate  policies.  These  estimates  do  not 
take  into  account  the  cost  of  providing  health  insurance  to  retirees  or  the  cost  of  on-site 
medical  facilities,  physical  fitness  facilities  or  health  education  programs.  The  cost  of  retiree 

coverage  is  an  additional  major 
burden  for  many  businesses.  These 
estimates  also  do  not  include  self- 
employed  persons.  ~- 

Nationwide,  an  estimated 
41 1,000  businesses  are  spending  at 
least  1 2  percent  of  payroll  for  health 
insurance:  over  a  half-million 
(539,000)  businesses  are  spending  at 
least  1 0  percent  of  payroll  for  health 
insurance;  and  over  735,000 
businesses  are  spending  at  least 
eight  percent  of  payroll.  (See  Tables  1 
and  3.) 

The  eleven  states  with  the 
greatest  numbers  of  businesses  that  are  spending  at  least  1 2  percent  of  payroll  for  health 
insurance  are:  New  York  (64,000):  Pennsylvania  (42,000):  New  Jersey  (28,000):  California 
(20,000):  Massachusetts  (20,000):  Illinois  (18,000):  Ohio  (17,000);  Michigan  (14,000): 
Connecticut  ( 1 1 ,000):  Florida  ( 1 1 ,000)  and  Missouri  ( 1 1 ,000).  (See  Table  1 .) 

Nationwide,  over  10  million  persons  work  in  businesses  that  are  spending  at  least  12 
percent  of  payroll  for  health  insurance.  More  than  1 5  million  persons  work  in  businesses  that 
are  spending  at  least  10  percent  of  payroll  for  health  insurance,  and  more  than  23  million 
persons  nationwide  work  in  businesses  spending  at  least  eight  percent  of  payroll  for  health 
insurance.  (See  Tables  1  and  3.) 
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The  ten  stales  with  the  greatest  numbers 
of  workers  employed  in  businesses  that  are 
spending  at  least  1 2  percent  of  payroll  for 
health  insurance  are:  New  York  (1.6  million); 
Pennsylvania  (1.2  million);  New  Jersey 
(693,000);  Massachusetts  (598,000); 
California  (578,000);  Illinois  (548,000);  Ohio 
(546,000);  Michigan  (409,000);  Connecticut 
(298,000)  and  Indiana  (292,000).  (See  Table 
1.) 

In  half  of  the  states  in  the  U.S.  (24 
states),  at  least  one  in  five  (20%)  businesses 
that  provide  health  insurance  are  spending  at 
least  1 2  percent  of  payroll  for  health 
insurance.  These  states  are:  Arkansas, 
Connecticut,  Indiana,  Iowa,  Kansas,  Louisiana,  Maine,  Massachusetts,  Michigan,  Minnesota, 
Missouri,  Nebraska,  New  Hampshire,  New  Jersey,  New  York,  North  Dakota,  Ohio,  Oklahoma, 
Pennsylvania,  Rhode  Island,  South  Dakota,  Texas,  Vermont  and  Wisconsin.  (Sea  Rgure  1 .) 
Small  businesses  comprise  the  ovenwhelming  majority  of  businesses  with  high  health 
insurance  costs.  Almost  two-thirds  (63H)  of  all  businesses  that  are  spending  at  least  eight 
percent  of  payroll  for  health  Insurance  have  fewer  than  10  workers,  and  five  out  of  six  (83S) 
have  fewer  than  20  workers.  Nearly  three  out  of  four  (72K)  businesses  with  the  highest  health 
insurance  costs— those  that  are  spending  at  least  1 2  percent  of  payroll  for  health  insurance- 
have  fewer  than  10  workers.  Nearly  nine  out  of  10  (89K)  have  fewer  than  20  workers.  (Sea 
Table  2.) 
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jJ^IPLICATIONS  Health  insurance  costs  are  a  burden  on  American  businesses.  This  burden  is  borne  by 

companies  of  all  sizes,  but  small  businesses  suffer  the  most.  As  health  care  costs  continue  to 
climb,  corporate  executives  and  small  business  owners  are  calling  for  comprehensive  reform. 
Without  reform,  thousands  of  businesses  will  continue  to  worry  about  the  growing  burden  of 
health  insurance  costs  and  its  impact  upon  their  businesses.  Millions  of  workers  in  these 
businesses  will  continue  to  worry  that  they  and  their  families  could  lose  their  health  insurance  or 
lose  their  jobs  because  of  the  burden  of  health  costs.  They  are  already  losing  salaries  and  other 
benefits  due  to  these  fast-rising  costs. 
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SUMMARY 

Lewin-VHI  estimated  the  number  of  private  firms  in  eacfi  state  for  whicfi  spending  on 
employee  health  insurance  exceeds  certain  thresholds  as  a  percentage  of  payroll.  We  used 
national  survey  data  on  employer-sponsored  health  insurance  plans  to  model  the  probability  that  a 
firm  spends  at  least  eight  percent.  1 0  percent  or  1 2  percent  of  wages  and  salaries  on  health 
insurance  premiums.  We  report  the  number  of  firms  in  each  state  that  fall  into  these  "high  health 
cost"  categories. 

DATA  SOURCES 

Two  main  data  sources  were  used  to  develop  estimates  of  firms  with  high  health 
insurance  costs  (i.e.,  those  spending  at  least  eight  percent,  10  percent  or  12  percent  of  payroll  on 
health  insurance  premiums):  national  data  on  employers  and  state-level  data  on  number  of  firms. 
To  identify  firms  with  high  costs,  and  subsequently  to  model  the  likelihood  that  a  given  type  of  firm 
would  have  such  high  costs,  we  used  data  from  a  1991  survey  of  employers  from  the  Health 
Insurance  Association  of  America  (HIAA).'  The  HIAA  survey  contains  information  on  nearly  3,000 
private  employers,  including  major  industry  classification,  number  of  employees  and  average 
payroll.  It  also  contains  detailed  insurance  coverage  data,  including  insuring  status,  number  of 
revered  workers,  covered  services  and  patient  cost-sharing  requirements. 

Probability  estimates  derived  from  three  separate  models  based  on  these  data  were 
then  applied  to  state-level  counts  of  firms  by  industry  and  size  class.  For  these  counts,  1990  data 
from  the  Small  Business  Administration  (SBA)  were  used.'  SBA  compiled  these  data  from  County 
Business  Patterns  data  and  Enterprise  Statistics  data,  both  collected  by  the  Bureau  of  the  Census. 
These  data  are  broken  out  by  state  (including  the  District  of  Columbia),  major  industry  division  and 
employment  size  class.  Data  items  include  the  number  of  enterprises  (i.e.,  separate  firms) 
represented  in  a  state,  and  the  total  number  of  employees  and  total  payroll  in  those  firms 
collectively.  Thus,  a  firm  such  as  General  Motors  (GM),  which  operates  in  several  states,  would  be 
counted  once  in  each  of  those  states,  regardless  of  the  number  of  plants  or  offices  within  the 
state.  GM  would  be  classified  in  each  state  by  its  employment  size  nationally,  but  payroll  and 
employee  counts  would  reflect  the  state's  share  of  GM's  operations. 

Year  of  Analysis 

We  estimated  health  insurance  spending  for  1994.  Counts  of  workers  and  average 
payroll  figures  were  adjusted  with  Current  Population  Statistics  (CPS)  data.  Health  insurance 
premiums  were  inflated  using  data  from  the  U.S.  Department  of  Commerce,  the  HCFA  National 
Health  Accounts,  and  the  Congressional  Budget  Office.  Firm  counts  were  not  adjusted,  because 
the  magnitude  and  direction  of  trends  are  unclear,  especially  at  the  level  of  state,  industry  and  firm 
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ESTIMATION  PROCEDURE 
Employer  H««lth  Insurane*  Spending 

From  the  HIAA  data,  we  computed  the  percent  of  payroll  that  each  firm  in  the  survey 
spends  annually  on  health  insurance  for  its  employees.  As  defined  here,  a  firm's  health 
insurance  spending  includes  only  the  employer-paid  portion  of  health  insurance  premiums  for 
active  employees,  and  does  not  include  other  health  expenditures  such  as  wellness  programs, 
fitness  centers  or  separate,  single-service  plans  such  as  dental  or  vision  coverage.  Retiree 
benefits  are  also  excluded.  Spending  is  expressed  as  a  percentage  of  payroll,  defined  as 
wages  and  salary  exclusive  of  health  insurance  and  other  fringe  benefits.  This  proportion  is  n^l 
meant  to  reflect  the  proportion  of  total  employee  compensation  spent  on  health  insurance,  but 
rather  the  cost  of  providing  health  insurance  benefits  to  employees  relative  to  salary  and 
wages. 

Probability  of  Having  High  Hoatth  Costa 

We  used  three  logistic  regression  models  to  determine  the  probability  that  a  firm 
spends  at  least  eight  percent,  at  least  1 0  percent  or  at  least  1 2  percent  of  payroll  on  health 
Insurance  premiums.  The  dependent  variable  in  each  model— spending  on  employee  health 
insurance— is  treated  as  a  binary  event  in  which  a  firm's  spending  is  either  above  or  below  a_ 
threshold  percent  of  payroll.  A  firm  has  'high'  health  costs  if,  in  the  example  of  the  first  mod  . 
its  annual  health  insurance  expenditure  is  equal  to  or  above  eight  percent  of  annual  payroll. 

Explanatory  variables  in  the  model,  that  is,  factors  that  we  used  to  predict  whether  a 
firm  will  have  high  health  costs,  include  major  industry,  size  of  firm,  average  payroll  per 
employee  and  location  of  the  firm.  We  know  that  these  variables  are  related  to  the  incidence  of 
employer-sponsored  health  insurance  and  current  levels  of  health  insurance  spending. 
Employer  health  spending,  for  example,  is  known  to  vary  markedly  with  the  size  and  industry  of 
the  employer.  Small  Arms  are  generally  far  less  likely  to  offer  health  insurance  to  their 
employees  than  large  firms.  At  the  same  time,  public  utilities  and  transportation  firms  have 
been  found  to  spend  nearly  four  times  as  much  per  employee  on  health  benefits  than 
retailers.'  Likewise,  spending  differences  exist  among  geographic  regions— firms  In  the  West, 
for  example,  are  least  likely  to  insure  their  employees— and  also  vary  with  average  payroll,  with 
lower  wage  firms  insuring  less  frequently. 

nmra  with  High  Haalth  Caata  by  Stata 

The  logistic  regression  model  that  we  estimated  from  the  HIAA  data  allowed  us  to 
predict  the  probability  that  a  firm  has  high  health  costs  given  its  location,  industry,  firm  size, 
and  average  payroll.  We  used  the  following  variables: 
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■  Industry*  -  seven  categories:  construction,  manufacturing,  transportation/communications/ 
utilities,  wholesale  trade,  retail  trade,  finance  and  services;' 

■  Firm  size'  -  four  categories:  firms  with  fewer  than  10  employees,  10  to  24,  25  to  99,  and 
100  or  more; 

■  ransus  division  -  nine  geographic  regions  of  the  U.S.,  and; 

■  Average  oavroil  -  a  continuous  variable:  total  annual  payroll  (for  full-  and  part-time 
employees)  divided  by  total  number  of  employees  (full-  and  part-time)  at  the  time  of  the  survey. 

We  used  the  model  to  estimate  the  probability  that  a  firm  in  each  SBA  size  and 
industry  category  would  have  high  health  spending,  given  its  level  of  average  payroll.  Applying 
each  probability  to  the  corresponding  number  of  firms  from  the  SBA  data,  we  estimated  the 
number  of  firms  with  high  health'  costs  by  state  and  firm  size.  Before  applying  the  probabilities,  it 
was  first  necessary  to  rescale  the  firm  counts  for  the  industries  within  each  state.  This  was 
necessary  to  avoid  double-counting  firms  (especially  large  firms)  that  were  classified  in  more  than 
one  industry  of  major  activity.  For  example,  a  large  firm  may  be  classified  under  both 
manufacturing  and  finance  if  both  of  these  are  considered  major  activities  of  the  firm.  Thus 
classified,  this  firm  will  be  counted  in  each  of  these  industry  subtotals,  and  summing  across 
in'^-jstries  for  a  state  total  will  double-count  this  firm.  To  adjust  for  double-counting  when 
..^regaling  from  industry  totals  to  state  totals,  we  proportionally  fitted  firm  counts  by  industry  to 
sum  to  the  correct  number  of  firms  in  the  state,  which  is  provided  in  the  SBA  data.  Probabilities 
from  the  model  were  then  applied  to  these  firm  counts,  and  then  summed. 

Employ***  of  Firms  wHh  High  H*alth  Cost*  by  Stat* 

To  estimate  the  number  of  workers  represented  by  firms  with  high  health  costs  in  each 
state,  we  applied  the  estimated  proportion  of  high-spending  firms  within  each  firm  size  (for  each 
state  and  industry)  to  the  number  of  employees  represented  by  the  firms  in  that  size  class.  State- 
level  estimates  were  then  scaled  to  sum  to  national  estimates  of  workers  in  high-spending  firms. 
Applying  the  percentage  of  firms  to  the  percentage  of  employees  assumes  that  health  spending 
as  a  percent  of  payroll  is  not  appreciably  different  among  firms  of  different  size  ^nMn.  a  size 
class.  To  the  extent  that,  for  example,  the  larger  firms  within  a  size  class  spend  more  on 
premiums  as  a  percentage  of  payroll,  estimates  of  the  number  of  workers  represented  by  these 
firms  will  be  understated. 

LIMITATIONS 

The  following  limitations  regarding  these  estimates  should  be  noted: 

First,  in  estimating  the  model  using  HIAA  data,  we  were  constrained  to  using  the 
•     ^bles  that  were  also  available  in  the  SBA  data.  Most  importantly,  we  lacked  state-level  data  on 
Counts  of  firms  that  insure  their  workers.  Since  high  health  spending  is  only  possible  in  insuring 
firms,  we  would  ideally  include  only  insuring  firms  in  our  model,  and  apply  the  modeled 
probabilities  to  the  subset  of  insuring  firms  by  state,  industry,  and  firm  size.  In  the  absence  of    state  data 
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on  insuring  firms,  we  modeled  high  health  spending  for  the  entire  universe  of  private 
employers.  Such  an  approach  introduces  the  possibility  of  predicting  high  health  costs  for 
firms  that  do  not  insure,  and  introduces  uncertainty  into  the  model.  (We  are  interested  in 
aggregated  firm  counts,  however,  so  the  misidentification  o!  individual  firms  is  only  important  if 
aggregate  totals  are  affected).  In  addition,  the  lack  of  state  data  precludes  robust  point 
estimates  of  the  proportion  (as  opposed  to  the  number)  of  insuring  firms  with  high  health 
spending  by  state,  since  the  number  of  insuring  firms  also  had  to  be  estimated,  with  a 
separate  model.   We  provide'ranges  of  values  for  this  statistic  in  map  form  for  firms  spending 
1 2  percent  of  payroll  or  more  on  health  premiums. 

Second,  we  used  employer  health  spending  as  a  percentage  of  payroll  as  a 
measure  of  the  burden  to  a  firm  of  providing  health  benefits  to  employees.  This  measure  does 
not  capture  the  total  burden  that  health  expenditures  entail  because  it  does  not  account  for 
wage  effects.  The  employer  portion  of  health  insurance  premiums  is  a  part  of  total 
compensation.  All  other  things  being  equal,  a  firm  with  a  high  employer  portion  of  health 
Insurance  will  pay  lower  wages  than  a  firm  that  pays  a  lower  proportion  of  health  insurance.  A 
measure  of  total  burden  would  include  both  the  employer  and  employee  share  of  health 
insurance  in  the  numerator  and  total  compensation  (or  at  least  payroll  plus  the  employer  and 
employee  share  of  health  insurance)  in  the  denominator.  This  measure  of  total  burden  would 
reflect  any  trade  off  of  wages  for  benefits,  whereas  the  measure  used  in  this  report  might 
understate  the  burden  to  firms  with  lower  employer  share  of  health  insurance  and 
correspondingly  higher  wages.  The  measure  used  in  this  report  Is  the  one  conventionally  used 
to  measure  employer  costs  for  health  insurance,  and  also  appears  as  a  benchmark  in  the 
language  of  several  current  health  reform  proposals.  For  our  purposes,  then,  it  is  an 
appropriate  measure. 

Third,  because  of  the  way  firms  are  defined  in  our  analysis,  state-level  counts  of 
firms  with  high  health  costs  in  Tables  1  and  2  cannot  be  aggregated  to  the  national  level. 
Firms  that  operate  in  more  than  one  state  are  counted  in  each  state  in  which  they  operate,  so 
that  aggregation  across  states  would  overstate  the  number  of  firms  nationwide.  While  there  is 
very  little  double-counting  among  the  smallest  firms,  aggregation  Is  a  problem  for  larger  firms, 
which  are  far  more  likely  to  do  business  in  multiple  states;  of  firms  with  at  least  100 
employees,  summed  state  firm  counts  exceed  national  totals  by  nearly  18  percent.  Our 
national  estimates  therefore  do  not  equal  the  sum  of  the  state  estimates  in  Tables  1  and  2; 
national  estimates  were  based  on  the  national  distribution  of  firms  by  industry  and  firm  size. 

Fourth,  as  described,  our  estimates  of  the  number  of  workers  employed  in 
businesses  with  high  health  costs  are  subject  to  estimation  error,  since  we  are  limited  to  using 
average  employee  counts  across  firms  with  a  potentially  wide  range  of  sizes.  This  is 
particularly  a  problem  for  firms  with  100  or  more  employees,  which  can  range  from  having  a 
few  employees  to  several  thousand  employees  in  any  one  state.  Moreover,  very  large  firms 
(say,  with  at  least  5,000  employees)  are  more  likely  to  offer  generous  health  benefits  than  their 
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smaller  counterparts  in  this  size  class.  Estimates  of  employees  in  high-cost 
firms  by  state,  then,  will  likely  be  understated  for  firms  with  1 00  or  more 
employees. 

Fifth,  the  HIAA  survey  data  on  payroll  and  number  of  employees  was 
incomplete,  especially  for  large  firms  that  may  have  left  questions  blank  to 
maintain  anonymity.  For  these  firms,  average  payroll  was  imputed  from  CPS 
data  using  a  "hot-decking"  technique,  statistically  matching  records  based  on 
industry,  firm  size,  and  salary  distribution. 

Sixth,  our  definition  of  a  firm  excludes  self-employed  workers.  If 
included  in  our  model,  the  self-employed  would  constitute  a  substantial 
percentage  of  small  enterprises  and  our  findings  for  firms  in  the  smallest  size 
class  would  likely  be  different. 

Finally,  it  Is  important  to  recognize  that  a  state's  workers  do  not 
perfectly  correspond  to  a  state's  employers.  Firms  with  high  health  costs  in  our 
model  are  determined  by  the  location  of  the  firm,  not  the  worker.  In  areas  such 
as  the  District  of  Columbia,  however,  workers  in  high-spending  D.C.  firms  may 
reside  In  Maryland  or  Virginia. 

ENDNOTES 

'  Health  Insurance  Association  of  America  1991  Survey  of  Ennployer-Sponsored  Health 
Benefit  Plans. 

'  U.S.  Small  Business  Administration,  Office  of  Advocacy.  Based  upon  data  prepared  tor 
the  SBA  under  contract  by  the  Department  of  Commerce,  Bureau  of  the  Census, 
unpublished  data,  1 993.  The  universe  for  these  data  is  all  firms  with  at  least  one  paid 
employee.  Self-employed  persons  are  q&]  included. 

"Expenditures  tor  Health  Care  Plans  by  Employers  and  Employees,  1992."  U.S. 
Department  of  Labor,  Bureau  of  Labor  Statistics  News  Release,  December  20,  1993. 

'  For  consistency  with  the  SBA  cJata,  we  excluded  all  firms  wrth  primary  activity  in 
agriculture,  mining,  ana  unclassified  industries.  These  firms  account  for  about  four 
percent  of  the  nation's  employers,  according  to  the  HIAA  survey.  They  represent  about 
three  percent  of  employers  in  the  SBA  oataset,  wnich  already  excludes  agricultural 
production  firms. 

'  Our  services  category  is  broad.  Including  business  and  repair  services,  professional 
services,  and  other  personal  services. 

•  Firm  size  categories  differed  slightly  from  the  HIAA  model  and  its  application  to  the 
SBA  data.  Data  limitations  forced  us  to  apply  a  model  based  on  firm  size  classes  of  10- 
24  and  25-99  employees  to  a  data  table  broken  out  by  firm  size  categories  of  10-19 
and  20-99  employees,  respectively.  Differences  in  modeled  probabilities  between  these 
two  groups,  however,  are  very  small,  and  do  not  senously  affect  the  findings. 
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Statement  on  Health  Security  Act  -  Independent  Contractors 

Thank  you  for  your  invitation  to  testify  before  you  today.   My  name  is  Craig  Willett. 
I  am  a  CPA  from  Provo,  Utah  and  an  active  member  of  the  National  Federation  of 
Independent  Business  (NFIB).  The  proposed  Health  Security  Act  has  a  provision  to  give  the 
Treasury  Department  authority  to  determine  a  worker's  status.  Giving  the  Treasury  this 
authority  will  make  many  companies  who  now  use  independent  contractors  more  hesitant  to 
use  independent  contractors  because  of  the  potential  for  worker  re-classification  and  the 
resulting  penalties. 

We  have  heard  many  theoretical  arguments  on  the  Health  Security  Act  and  the 
provisions  affecting  worker  re-classification.   I  would  like  to  share  with  this  Committee  some 
real  world  examples  of  the  impact  this  proposed  legislation  would  have  on  some  of  my 
clients. 

I  have  two  clients  in  particular  for  whom  this  has  been  a  major  issue  this  year.  One  is 
a  computer  software  development  company  that  uses  some  independent  contractor 
programmers.  The  programmers  use  their  own  equipment,  time,  and  facilities  to  produce 
certain  portions  of  the  program  (they  also  maintain  an  outside  client  base  of  their  own). 
During  certain  periods  of  operation,  these  people  work  ahnost  exclusively  for  my  client.   For 
that  period  of  time,  my  client  could  be  examined  for  re-classification  and  re-determination  of 
employee  status  could  be  made.  Such  re-classification  would  be  very  costly.  Therefore,  the 
company  is  somewhat  hesitant  to  use  independent  contractors.  If  the  IRS  were  able  to  define 
a  worker's  classification,  many  other  companies  would  be  forced  to  reconsider  its  use  of 
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independent  contractors. 

The  management  of  this  company  feels  that  the  use  of  employees  as  opposed  to 
independent  contractors  in  some  of  these  cases  is  a  very  poor  use  of  their  resources.   In  their 
experience,  employees  generally  take  2-3  times  longer  to  create  programs.   Productivity 
would  decrease  dramatically  if  they  were  forced  to  use  employees  rather  than  independent 
contractors.   According  to  the  company's  management,  independent  contractors  contract  for  a 
specified  time,  specified  result,  and  a  contractual  cost  This  represents  an  efficient  use  of  the 
company's  resources.  The  free  market  system  increases  timing  and  productivity.  These  two 
factors  of  timing  and  productivity  are  most  significant  in  determining  the  financial  success  of 
my  client 

This  company  has  negotiated  programming  contracts  and  is  seeking  additional  funding 
based  on  their  current  cost  structure.   Should  the  Treasury  be  allowed  the  authority  to 
completely  redefme  worker  classification  this  company  would  be  faced  with  seeking 
additional  capital  at  a  greater  cost  in  terms  of  control,  credibility,  and  rate.   The  cost  of  their 
product  development  could  double  due  to  higher  costs  and  inefficiencies.  If  the  company 
cannot  raise  the  required  capital,  they  would  be  forced  to  cease  operations.  Most  companies 
cannot  go  back  to  the  well  for  two  times  the  original  capital  without  giving  up  substantial 
control. 

The  other  client  is  a  training  consultant  to  many  large  companies.   During  the  last  two 
years  he  has  done  a  substantial  amount  of  work  for  one  of  the  nation's  largest  high-tech 
companies  as  an  hidependent  contractor.  This  company  has  been  hesitant  to  renew  their 
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contract  with  my  client  because  of  the  substantial  penalties  associated  with  worker  re- 
classification and  the  uncertainty  of  the  definitions  in  the  Health  Security  Act 

This  client  is  legally  blind  and  derives  a  substantial  amount  of  inconte  from  his 
contracts.   He  fears  that  the  hesitancy  of  this  company  to  renew  his  contract  will  not  be  an 
isolated  event  In  fact  he  fears  that  the  granting  of  the  authority  for  worker  classification  to 
the  Treasury  Department  will  be  devastating  to  his  business  and  income.  Currently,  my  client 
has  hired  three  part-time  employees  to  help  him  in  his  business.   He  is  faced  with  the 
decision  of  laying  off  these  enployees.   He  has  no  plans  to  grow  his  business  any  further 
because  of  the  proposed  changes  granting  the  Treasury  Department  the  authority  to  redefine 
his  status. 

I  believe  that  granting  the  authority  to  the  Treasury  Department  will  reduce 
productivity  in  our  nation's  economy,  increase  costs,  and  decrease  profitability.  The  nation's 
largest  companies  have  just  down-sized  by  displacing  much  of  their  middle  management 
This  group  of  former  employees  is  a  premiere  candidate  for  starting  consulting  practices  as 
independent  contractors.  These  practices  are  the  embryo  of  tomorrow's  employers  and 
profitable  conq>anies.  The  law  as  it  currently  stands  works.  The  20-point  common  law  test 
coupled  with  section  530  allows  for  a  two-way  street  The  proposed  legislation  grants  too 
much  authority  to  the  Treasury  Department  and  would  decrease  the  flexibility  necessary  for 
our  free  market  economy  to  function  effectively.  Rexibility  needs  to  remain  in  the  system  to 
allow  for  the  greatest  productivity  possible  in  our  economy.  It  is  one  of  the  hallmarks  that 
has  made  America  an  economic  giant 
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The  twenty  common-law  rules  and  the  safe  harbor  provisions  of  the  Internal  Revenue 
Code  Section  530  provide  the  flexibility  necessary  to  allow  businesses  the  freedom  they  need 
to  function.   This  freedom  and  flexibility  should  not  be  further  prohibited  by  giving  the 
Treasury  Department  the  full  authority  to  define  worker  classification.   As  I  have  illustrated 
using  the  real  life  examples  of  some  of  my  clients  (who  are  not  alone),  the  Health  Security 
Act's  provision  granting  the  Treasury  Department  a  one-way  street  will  result  in  fewer 
employers  willing  to  use  independent  contractors  and  will  have  a  devastating  effect  on 
independent  contractors,  their  employees,  and  on  our  economy. 

Now  that  I  have  shared  real  world  examples  of  some  of  my  clients,  I  would  also  like 
to  talk  about  two  other  health  care  issues  -  affordability  of  health  care  and  universal 
coverage.  In  a  1993  meeting  with  my  Representative,  Mr.  Orton,  I  was  informed  that  it  was 
his  understanding  that  in  final  health  care  reform  legislation,  self-employed  individuals,  the 
2%  or  greater  shareholders  in  S-Corporations  and  general  partners,  would  receive  tax 
deductions  equivalent  to  those  provided  to  all  other  employers  and  employees.   In  the  health 
care  bill  passed  by  the  Ways  and  Means  Committee,  the  self-employed  deduction  is  25% 
retroactively  reinstated  through  1997,  and  beginning  January  1,  1998.   The  deduction  would 
increase  to  80%  except  for  months  in  which  the  self-employed  person  or  spouse  is  eligible  in 
an  employer  health  plan  or  worked  for  an  employer  at  least  twenty-five  hours  a  week.  For  at 
least  four  years  the  self-employed  will  not  be  allowed  the  same  benefits  as  other  taxpayers. 

Before  hundreds  of  billions  of  dollars  are  thrown  at  health  care  reform  to  attain 
universal  coverage  Congress  should  allow  equal  tax  treatment  of  health  insurance  premiums 
by  all  taxpayers.   Putting  the  deductibl'   \   hc?Jth  insurance  or.  a  level  playing  field  is  the 
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simplest  and  least  expensive  way  to  achieve  universal  coverage.   Instead  of  analyzing  the 
revenue  that  would  be  lost  by  extending  the  health  insurance  deduction  for  the  self-employed, 
this  committee  should  consider  how  much  closer  the  achievement  of  universal  coverage 
would  be  by  extending  the  health  insurance  deduction  for  the  self  employed  to  100%. 

Under  the  Ways  and  Means  Committees's  Health  Security  Act,  with  all  else  being 
equal,  the  cost  of  health  insurance  for  the  self-employed  taxpayer  is  75%  of  the  marginal  tax 
rate  higher  than  for  those  not  self-employed.   The  extra  cost  paid  by  not  having  a  pre-tax 
benefit  will  actually  keep  the  cost  of  health  insurance  artificially  higher  for  the  self-employed. 
My  hope  is  that  this  committee  will  address  this  inequity  and  offer  the  solution  of  100% 
deductibility  of  health  insurance  premiums  for  the  self-employed.  Extending  the  health 
insurance  deduction  for  the  self-employed  to  100%  would  make  in-roads  to  universal 
coverage  and  effectively  lower  the  costs  of  health  care  to  the  self-employed. 

I  would  be  remiss  if  I  didn't  address  the  effect  the  newest  Gephardt-Clinton  healthcare 
reform  plan  would  have  on  small  businesses.  The  Gephardt  Plan  is  worse  for  small  business 
than  the  Clinton  Plan.  It  includes  less  assistance  for  small  firms  and  phases  out  the  assistance 
it  does  provide.   In  fact,  a  small  low  wage  firm  would  pay  3.5  %  of  payroll  under  Clinton, 
while  the  same  firms  would  pay  11.6%  of  payroll  under  Gephardt 

Secondly,  the  hammer  of  the  Gephardt  Plan  would  fall  particularly  hard  on  main  street 
small  firms.  Three  out  of  four  businesses  with  fewer  than  five  employees  would  experience  a 
payroll  tax  increase  under  the  Gephardt  Plan-  even  with  tax  credits.  This  occurs  because  76% 
of  firms  with  fewer  than  five  employees  do  not  currendy  provide  health  iri.-^iice  to  their 
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employees.  About  60%  of  U.S.  businesses  are  this  size.  NFIB  surveys  show  that  in  the  vast 
majority  of  cases,  it  is  because  these  firms  cannot  afford  it.   Now  these  fiims  would  be  forced 
to  take  on  a  cost  they  cannot  afford  to  pay  for  a  new  govemment  run  health  care  program. 
The  result  would  be  lost  jobs  and  lost  wages. 

Thirdly,  the  Clinton-Gephardt  bill  would  cost  jobs  and  wages.   It  is  very  similar  to  the 
Ways  and  Means  Committee  bill,  which  CONSAD  Research  Corporation  says  would  cost 
920,000  jobs.  Why  would  this  happen?  Because  it  operates  just  like  a  payroll  tax,  the  most 
devastating  tax  on  small  firms.  It  must  be  paid  regardless  of  the  profitability  of  a  firm, 
whether  a  business  just  opened  its  doors  or  is  fighting  to  get  through  a  recession.   For  the 
smallest  firms,  which  tend  to  survive  on  cash  flow  (not  profit),  it  raises  the  cost  of  making 
payroll  each  week.   And  it  disproportionately  hits  labor  intensive  sectors  of  the  economy,  the 
sector  where  most  small  firms  are  found.   So  if  you  have  high  labor  costs,  struggling  to  make 
payroll  each  week,  and  are  in  too  competitive  an  industry  to  raise  prices,  there's  only  one 
thing  left  to  do  when  govemment  makes  your  payroll  go  up:  cut  payroll  through  eliminating 
jobs  and  reducing  wages. 

Fourthly,  the  Clinton-Gephardt  employer  mandate  hits  the  newest  most  marginal 
businesses  first   In  a  1990  NFIB  survey,  more  than  9  out  of  10  small  business  owners  who 
took  $70,000  out  of  their  businesses  each  year  provided  health  insurance  to  their  employees. 
But  among  business  owners  who  only  took  $10,000  out  of  the  business  each  year,  only  one  in 
three  provided  health  insurance.  Again,  marginal  firms  cannot  afford  it-  and  mandating  that 
they  do  so  does  not  change  that  fact 
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In  addition  to  the  immediate  job  and  wage  loss  that  the  Gephardt  Plan  would  cause,  it 
would  force  employers  to  pay  for  a  cost  over  which  they  would  have  no  control  over  time. 
Small  business  owners  question  the  financing  of  this  plan.  The  federal  government  has  a 
dismal  record  predicting  the  cost  of  government  health  care  entitiements: 


♦  1965  cost  estimates  of  current  Medicaid  spending  were  off  by  7600%; 

♦  1965  cost  estimates  of  current  Medicare  spending  were  off  by  1178%; 

♦  Social  Security  started  at  1%  of  payroll  with  a  "guarantee"  that  employers 
would  never  have  to  pay  more  than  3  %.  Today,  the  self-employed  pay  15%. 


Complying  with  the  plan  -  regulation,  paperwork,  penalties-  in  itself  would  be  a 
hidden  tax  increase.   Complying  with  payroll  tax  withholding  is  already  where  small  business 
owners  incur  the  most  government  penalties,  and  the  Gephardt  Plan  would  layer  on  top  of 
that  a  more  complex  payment  system. 

Finally,  government  run  health  care  programs  increase  the  cost  of  health  insurance  in 
the  private  market.  Medicare  Part  C,  if  it  is  anything  like  the  current  Medicare  and  Medicaid 
programs,  would  be  a  huge  health  care  cost  shifter.   Medicare  and  Medicaid  cost  shift  about 
$16  billion  a  year  because  of  under-reimbursements,  making  them  the  biggest  cost  shifters  in 
the  health  care  system. 

Mr.  Chairman,  I  would  like  to  keep  the  record  open  for  additional  testimony  to  be 
submitted  by  NFIB.    I  would  be  happy  to  take  any  questions  you  might  have. 
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Statement  for  the  record  of 

AMERICAN  TRUCKINQ  ASSOCIATIONS,  INC. 

on 

EMPLOYMENT  CLASSIFICATION  ISSUES 
UNDER  THE  HEALTH  SECURITY  ACT 


Introduction  and  summary 

The  trucking  industry  consists  of  265,000  companies,  of 
which  88%  are  small  businesses.   The  American  Trucking  Associ- 
ations (ATA)  is  the  national  trade  association  of  the  trucking 
industry.   Classification  of  workers  as  employees  or  independent 
contractors  is  a  major  concern  in  trucking,  and  we  appreciate  the 
chance  to  offer  our  views  on  that  issue  in  the  context  of  health 
care. 

The  Health  Security  Act  (H.R.  3600)  as  introduced  would: 
give  the  Treasury  Department  authority  to  issue  regulations 
classifying  workers  as  employees  or  independent  contractors; 
increase  penalties  for  failure  to  issue  accurate  Form  1099-Misc 
information  returns  to  independent  contractors;  and  curtail  or 
repeal  the  various  safe  harbors  under  section  530  of  the  Revenue 
Act  of  1978.   As  reported  by  the  Ways  and  Means  Committee,  the 
penalty  changes  would  be  adopted  but  Treasury  would  not  be  given 
new  rulemaking  authority.   Instead,  Treasury  would  be  directed  to 
provide  the  tax-writing  committees  with  a  specific  legislative 
proposal  by  January  1,  1996. 

o    ATA  favors  keeping  the  current  ban  on  Treasury  regulations. 
We  believe  the  strong  body  of  court  decisions  and  other 
common  law,  plus  the  safe  harbors  of  section  530,  give  most 
taxpayers  in  our  industries  sufficient  certainty  as  to  who 
is  an  independent  contractor.   Past  IRS  efforts  to  write 
employment  regulations  make  us  apprehensive  that  long- 
standing, legitimate  relationships  would  be  jeopardized. 

o    We  share  the  Administration's  concern  that  some  individuals 
may  try  to  "game  the  system."   We  believe  these  concerns  are 
best  addressed  by  improving  compliance,  not  by  reclassifying 
whole  groups  of  workers  and  creating  uncertainty  for  others. 
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o    We  have  engaged  in  many  educational  initiatives  on  our  own 
and  in  cooperative  efforts  with  the  IRS  to  improve 
compliance  and  understanding  of  an  inherently  complex  issue. 

o    We  believe  the  IRS  should  make  better  use  of  existing  data 
before  raising  penalties  on  employers.   Specifically,  we 
recommend  that  Schedule  C  be  modified  so  that  IRS  can  match 
information  it  receives  from  Form  1099-Misc  with  amounts 
reported  by  independent  contractors. 

o    We  agree  in  principle  with  the  Administration  that  a 

worker's  classification  for  tax  purposes  should  also  apply 
for  health  care,  but  such  a  principle  does  not  justify  the 
Administration's  overly  broad  and  threatening  approach.   We 
stand  ready  to  work  with  Congress  and  the  executive  branch 
to  achieve  more  constructive  solutions. 

Background 

ATA  is  a  federation  comprising  38,000  trucking  companies  and 
suppliers  that  belong  directly  to  ATA  or  its  51  state  and  11 
specialized  national  affiliates.   ATA  includes  motor  carriers  of 
all  sizes  and  types,  ranging  from  single  owner-operators  to  major 
companies  that  employ  drivers,  contract  with  owner-operators,  or 
both. 

Independent  contractors  play  a  vital  role  in  several 
segments  of  trucking.   Independent  contractor  drivers  are  small 
businesses  that  buy  and  operate  their  own  equipment  and  pay  all 
of  the  costs  of  such  businesses,  including  fuel,  maintenance, 
labor,  bookkeeping  and  taxes.   Such  businesses  are  specifically 
recognized  by  Congress  in  the  Interstate  Commerce  Act  (49  U.S.C. 
11107)  and  regulations  of  the  Interstate  Commerce  Commission  (49 
CFR  1057) .   As  independent  business  people,  they  make  their  own 
decisions  as  to  what  shipments  to  handle,  what  routes  to  take, 
and  what  business  and  personal  expenses  to  assume  and  which  to 
insure  against,  including  health  care  costs. 

Independent  contractors  under  H.R.  3600 

The  Administration  has  proposed  language  in  the  Health 
Security  Act  (H.R.  3600)  that  would  put  the  future  of  independent 
contractors  in  doubt.   We  urge  rejection  of  this  proposal. 

Specifically,  section  7301  of  H.R.  3600  (all  section 
references  are  to  the  bill  as  introduced  last  November)  would 
give  the  Treasury  Secretary  authority  to  issue  regulations 
prospectively  classifying  workers  as  employees.   "Significant 
weight"  is  to  be  given  the  common  law  classification  of  workers, 
but  only  a  few  types  of  workers  would  be  beyond  the  reach  of 
reclassification  by  regulation:   direct  sellers  and  real  estate 
agents,  who  are  non-employees  by  statute,  and  a  few  classes  of 
statutory  employees. 
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Section  7302  would  increase  penalties  for  service  recipients 
that  fail  to  issue  1099s  or  that  issue  incorrect  1099s.   Section 
7303  would  put  into  the  Internal  Revenue  Code  parts  of  section 
530  of  the  Revenue  Act  of  1978  but  greatly  limit  businesses' 
ability  to  use  the  section's  current  safe  harbors. 

Why  Congress  should  leave  employee  classification  as  is 

Administration  officials  have  met  with  ATA  and  tried  to 
provide  assurance  that  they  do  not  plan  any  radical  overhaul  of 
the  definition  of  employee.   They  have  stated  that  the  purpose  of 
section  7301  is  solely  to  prevent  employers  from  "gaming  the 
system"  or  switching  employees  to  independent  contractor  status. 
But  these  assurances  are  unconvincing  for  two  reasons.   First, 
however  "moderate"  current  officials  may  be,  they  cannot  bind 
their  successors.   Second,  previous  efforts  by  the  IRS  to  define 
employees  for  various  purposes  have  had  alarming  results,  as 
detailed  in  the  following  examples. 

Pre-1978  experience.   Before  enactment  of  section  530  of  the 
Revenue  Act  of  1978,  many  trucking  companies  were  audited  by  the 
IRS.   Workers  were  not  simply  reclassified  but,  all  too  often, 
businesses  were  closed  and  personal  assets  seized.   Although 
audits  have  continued,  and  businesses  that  have  misclassif ied 
workers  may  be  forced  to  change  their  practices  and/or  pay  taxes 
and  penalties,  section  530  has  brought  much  greater  security  to 
businesses  that  have  treated  workers  as  independent  contractors 
in  good  faith.   Treasury  now  proposes  to  abolish  that  measure  of 
certainty. 

Employee  leasing  rules.   Treasury  proposed  rules  in  1987 
that  would  have  forced  trucking  companies  to  treat  thousands  of 
independent  contractors  (even  ones  acknowledged  by  the  IRS  as 
such)  as  "leased  employees"  for  pension  and  other  benefits 
purposes.   Several  members  of  Congress  have  tried  ever  since  to 
fix  these  problems.   Recently  the  House  Ways  and  Means  Committee 
noted,  "The  leased  employee  rules  are  complex  and  have  unexpected 
and  sometimes  indefensible  results,  especially  as  interpreted 
under  regulations  proposed  by  the  Secretary."   (H.  Rept.  103-353, 
p.  32,  accompanying  H.R.  3419,  Tax  Simplification  and  Technical 
Corrections  Act  of  1993;  emphasis  added.) 

We  can  understand  and  sympathize  with  the  complex  issues 
facing  Treasury.   In  light  of  these  and  other  attempts  by 
Treasury  to  define  employees  for  various  purposes,  however,  we 
ask  you  to  recognize  our  concerns  regarding  the  prospects  of 
massive  reclassification.   We  urge  you  to  leave  current  law 
alone . 

Current  law  works.   Despite  complaints  and  "horror  stories" 
regularly  trotted  before  committees  that  have  held  hearings  on 
en^loyee  classification,  there  are  many  industries  in  which  the 
current,  common  law  approach  to  classification  works  well.   For 
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instance,  in  trucking  there  is  a  long  history  of  case  law, 
including  Supreme  Court  decisions,  establishing  conditions  under 
which  drivers  are  independent  contractors.   ATA  has  worked  hard 
to  educate  our  members  regarding  classification  criteria.   We 
have  also  worked  with  IRS  and  Treasury  staff  on  a  number  of 
initiatives  to  improve  certainty  and  compliance. 

"Current  law"  does  not  imply  an  absence  of  guidance.   The 
IRS  issues  hundreds  of  private  letter  rulings  and  technical 
advice  memoranda  per  year,  and  courts  continue  to  rule  on 
employment  classification  cases.   In  fact,  it  is  the  very 
continuity  of  current  law  that  makes  it  the  best  solution  for  an 
inherently  complicated  problem. 

This  process  can  be  augmented  by  cooperative  efforts  such  as 
Compliance  2000.   At  Treasury's  invitation,  an  ATA  affiliate,  the 
American  Movers  Conference  (AMC) ,  has  been  involved  for  nearly 
two  years  with  the  IRS  in  a  Compliance  2000  project,  under  which 
household  goods  movers  have  met  with  IRS  personnel  to  discuss 
audit  procedures  for  the  tax  treatment  of  drivers.   Although 
Compliance  2000  is  not  the  sole  solution  to  the  problems  facing 
this  Committee,  it  is  an  example  of  how  this  industry  has  worked 
for  improved  tax  compliance  and  certainty.   H.R.  3600  would 
negate  these  efforts  and  destroy  whatever  certainty  now  exists. 

How  to  improve  compliance 

As  we  have  argued  before,  the  real  difficulty  is  not  with 
the  present  method  of  classification,  but  with  selected  com- 
pliance problems.   Indeed,  even  Treasury  says  that  it  wants  to 
give  "significant  weight"  to  the  common  law  but  that  it  is 
concerned  about  compliance.   Treasury  officials  have  explained 
that  they  included  sections  7301-03  in  H.R.  3600  for  two  reasons. 

First,  an  overriding  goal  of  the  health  care  reform 
initiative  is  to  assure  health  coverage  for  every  American.   The 
Administration  has  chosen  to  pursue  that  goal  by  mandating  that 
employers  pay  a  premium  for  every  employee .   To  ease  the  burden 
of  premiums  on  small  employers  of  low-wage  workers,  the  Adminis- 
tration would  offer  "subsidies"  in  the  form  of  lower  premiums 
based  on  average  wage  and  number  of  employees .   Both  the  man- 
datory premium  and  the  discount  create  incentives  for  employers 
to  "game"  the  system  (minimize  the  number  of  employees,  spin  off 
or  "lease"  high- wage  employees,  etc.).   Therefore,  Treasury  wants 
to  be  able  to  decide  by  regulation  whether  certain  categories  of 
workers  are  employees . 

Second,  having  made  such  determinations  for  health  care 
purposes.  Treasury  wants  to  apply  the  same  definitions  for 
employment  and  income  tax  purposes,  for  the  sake  of 
administrative  simplicity  and  to  further  limit  "gaming." 
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Many  employer  and  independent  contractor  representatives 
believe  that  an  unstated  but  equally  important  objective  of  IRS 
officials  is  to  maximize  the  number  of  workers  treated  as 
employees  for  ease  of  tax  collection. 

We  believe  it  makes  more  sense  to  target  enforcement  on 
suspected  problem  areas  than  to  jeopardize  the  status  of  all 
independent  contractors  through  sweeping  regulations.   The 
Treasury  itself  noted  in  its  1991  report,  "Taxation  of  Technical 
Services  Personnel:   Section  1706  of  the  Tax  Reform  Act  of  1986", 
that  compliance  can  be  as  high  for  some  independent  contractors 
as  for  employees. 

Making  better  use  of  Schedule  C.   Specifically,  ATA  for 
several  years  has  proposed  measures  to  improve  tax  compliance  by 
independent  contractors.   In  repeated  meetings  with  Treasury  and 
IRS  officials,  we  have  urged  two  simple  changes  to  Schedule  C  of 
IRS  Form  1040  that  would  lead  to  a  number  of  benefits  for 
compliance: 

o    Require  individuals  to  list  their  total  self -employment 
income  separately  from  other  receipts. 

o    Require  that  they  list  the  amount  paid  by  each  service 
recipient  and  the  payor's  name. 

The  IRS  would  then  be  able  to  match  the  total  from  Schedule 
C  against  the  amounts  the  IRS  had  posted  on  the  individual's 
master  file.   Where  a  discrepancy  existed,  the  IRS  could  see 
which  payors  were  omitted  from  Schedule  C.   This  process  has 
worked  well  for  a  decade  in  boosting  compliance  on  dividend  and 
interest  income.   The  process  would  enable  the  IRS  to  target  and 
resolve  discrepancies  much  more  efficiently  and  less  intrusively 
than  is  presently  possible. 

Because  self-employed  individuals  would  be  eligible  for  the 
largest  reduction  in  employer  premiums,  identification  of  their 
self -employment  income  is  especially  important  under  the 
Administration's  plan.   The  above  suggestion  would  make  such 
identification  much  easier. 

Penalties.   Many  penalties  in  the  tax  code  have  been 
increased  in  the  past  decade,  yet  both  IRS  officials  and  outside 
researchers  have  expressed  doubt  about  the  value  of  increasing 
penalties  in  general.   We  urge  the  Committee  to  seek  evidence 
that  the  proposed  penalty  increase  would  be  useful  in  boosting 
compliance  before  adopting  it. 

Consistencv 

The  Administration  argues  that  consistency  is  needed  in 
determining  who  is  an  employee  for  health  care  and  tax  purposes. 
The  IRS  must  make  this  determination  for  tax  purposes  anyway 
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(assuming  the  agency  is  not  going  to  follow  the  decisions  of  each 
regional  alliance) .   Furthermore,  there  is  a  long  history  of  both 
agency  practice  and  court  decisions  to  guide  businesses  and 
individuals  in  making  the  determinations. 

We  agree  in  principle  with  the  Administration  that  consis- 
tency in  defining  workers  for  different  purposes  is  desirable. 
As  multistate  companies,  our  members  already  face  a  plethora  of 
laws  defining  employment  status  for  federal  and  state  employment 
tax,  income  tax,  benefits,  labor  standards  and  workers'  compen- 
sation purposes.   But  the  Administration's  "solution"  would 
overturn  an  area  of  law  that  is  reasonably  well  settled  for  many 
employers  and  impose  a  regime  of  letting  Treasury  rewrite  the 
definition  in  a  way  that  may  not  conform  to  any  existing  stan- 
dard.  We  think  it  makes  more  sense  to  have  the  health  care 
definition  of  employee  match  the  existing  federal  tax  practice. 
Incidentally,  this  is  what  White  House  health  care  advisor  Ira 
Magaziner  said  would  be  the  Administration's  position  last  fall. 

Therefore,  we  recommend  that  section  530' s  safe  harbors  be 
amplified  to  cover  health  care  and  income  tax  as  well  as 
employment  tax. 

Conclusion 

The  Administration's  proposals  regarding  classification  of 
workers  under  the  Health  Security  Act  appear  to  reflect  mixed 
motives.  We  believe  their  goal  of  consistent  treatment  of  workers 
for  health  care  and  tax  purposes  is  sensible.   But  the  goal  can 
best  be  met  by  leaving  existing  definitions  and  practices  alone 
rather  than  by  allowing  Treasury  regulations  writers  to  overturn 
decades  of  precedent.   The  goal  of  improving  compliance  can  best 
be  achieved  by  making  better  use  of  existing  data  rather  than  by 
increasing  penalties  for  1099s. 

Certainly,  Treasury  should  be  required  to  specify  what 
changes  it  believes  are  appropriate  and  give  Congress  a  chance  to 
gather  public  reaction  and  provides  its  own  input.   The  Ways  and 
Means  version  of  H.R.  3600  would  foster  such  discussion  by 
requiring  legislative  language  to  be  put  on  the  table  in  1996. 
While  we  are  not  persuaded  legislative  changes  are  necessary,  at 
least  this  deliberate  approach  provides  a  fair  chance  for 
comment . 
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SUMMARY  OF  CONTENTS  AND  RECOMMENDATIONS: 

The  ICAA  opposes  the  provisions  contained  in  the  Administration's  Heahh  Security  Act, 
RR.  3600,  (the  "HSA")  that  would  modify  the  r\iles  for  determining  an  individual's  status  for 
purposes  of  health  care  coverage  and  for  federal  income  tax  and  employment  tax  purposes, 
because  such  provisions: 

♦  would  provide  no  enforceable  assurance  that  long-standing  legitimate  indq)endent 
contractor  relationships  would  retain  their  independent  contractor  status  under  the  HSA; 

♦  would  unnecessarily  rq)eal  section  330  of  the  Revalue  Act  of  1978;  and 

♦  would  introduce  confiision  and  uncertainty  into  the  market  for  freelance  talent. 

The  ICAA  re^ectfiiDy  submits  that  the  Treasury  Department  harbors  too  strong  an 
mstitutional  bias  against  indq>endent  contractor  status  to  be  given  discretion  to  devise  a  new 
definition  of  "en^loyee." 

Because  of  the  dramatic  intact  the  proposed  changes  relating  to  section  530  would  have 
on  businesses  that  depend  on  independait  contractors,  and  the  utter  absence  of  any  discernible 
justification  for  such  proposed  changes,  the  ICAA  urges  that  section  530  be  left  alone. 

The  ICAA  submits  that  the  independent  contractor  sector  of  the  economy  should  be 
nurtured,  not  bhidgeoned.  Because  of  the  adverse  inq)act  the  worker  classification  changes 
contained  in  the  HSA  would  have  on  a  individuaTs  right  to  work  as  an  independent  contractor, 
and  on  a  business's  right  to  engage  an  independent  contractor,  and  the  absence  of  compelling 
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The  Independent  Contractor  Association  of  America,  bic.  (the  "ICAA")  is  a  national 
association,  representing  more  than  2600  independent  contractors  and  businesses  that  use 
independent  contractors,  that  is  dedicated  exclusivefy  to  the  preservation  of  mdependent  contractor 
status.  A  major  inq)etus  for  the  formation  of  the  ICAA  was  the  proposed  changes  to  the  rules  for 
determining  w4io  is,  and  wdio  is  not,  an  independent  contractor,  contained  in  the  Administration's 
Heahh  Security  Act  proposal,  RR.  3600,  (the  "HSA").  As  noted,  ICAA  members  consist  of 
individuals  working  as  independent  contractors  and  busmesses  that  purchase  services  from 
independent  contractors. 

The  ICAA  opposes  the  provisions  contained  in  the  HSA  that  would  modify  the  rules  for 
determining  an  individual's  status  for  purposes  of  heabh  care  coverage  and  for  federal  income  tax  and 
eaq>loyment  tax  purposes,  because  such  provisions: 

*  would  provide  no  enforceable  assurance  that  long-standing  legitimate  indepoident  contractor 
relationsh^s  would  retain  their  independent  contractor  status  under  the  HSA; 

«   would  unnecessarily  repeal  section  530  of  the  Revenue  Act  of  1978;  and 

*  would  introduce  confusion  and  uncertainty  into  the  market  for  freelance  talent. 

L  The  Absence  Of  Any  Enforceable  Assurance  That  Existing  Legitimate  Independent 
Contractor  Arrangements  Would  Survive  The  HSA 

The  ICAA  respectfriDy  submits  that  the  Treasury  Department  harbors  too  strong  an 
institutional  bias  against  independent  contractor  status  to  be  given  discretion  to  devise  a  new 
definition  of  "enq>loyee."  The  bias  was  e^Ucitly  recognized  by  the  Congress  v/hai  it  enacted  section 
530  of  the  Revenue  Act  of  1978.  Section  530(d)  specifically  prohibits  the  Treasury  £>epartment 
(including  the  Internal  Revenue  Service)  from  publishing  any  regulation  or  Revenue  Ruling  "clarifymg 
the  employment  status  of  individuals."  It  is  submitted  that  the  Intemal  Revenue  Service's  institutional 
bias  has  not  waned  over  the  years,  but,  if  anything,  has  recently  become  more  pronounced.  Hence,  to 
permit  the  Treasury  Department  to  redefine  "en^loyee"  status  is  tantamount  to  providing  for  the 
ultimate  elimination  of  independent  contractor  status. 

Treasury  Assistant  Secretary  for  Tax  PoUcy,  Leshe  Samuels,  vAale  testifying  with  reject  to 
the  HSA  before  the  House  Ways  and  Means  Committee  on  February  8,  1994,  stated  that  the  Treasury 
Department  would  not  radically  change  the  test  under  current  law  for  determining  a  worker's  status. 
However,  vAea  asked  rq>eatedly  whether  he  could  provide  any  assurance  to  that  effect,  Mr.  Sanmels 
stated  only  that: 

a.  the  HSA  would  retain  the  statutory  mdependent  contractor  status  provided  direct  sellers  and 
Reahors  under  Intemal  Revenue  Code  section  3508; 

b.  the  HSA  would  require  the  Treasury  Department  to  "give  significant  weight  to  the  common 
law  appticable  m  determining  the  enq)loyer-enq>loyee  relationship;" 

c.  the  Treasury  Departmat  would  anticipate  the  Congress  providing  extensive  guidance  in  the 
form  of  legislative  history,  vAikii  the  Treasury  would  assiduously  follow;  and 

d.  the  Treasury  Regulations  containing  the  new  rules  would  be  projective,  and  effective  only 
for  periods  begmning  no  earUer  than  6  months  afier  the  date  sudi  regulations  are  promulgated 
as  final  regulations. 

It  is  submitted  that  the  assurances  provided  by  the  Assistant  Secretary  are  woefiiDy  inadequate  to  the 
individuals  and  businesses  that  are  economically  dependoit  on  the  continued  viability  of  independent 
contractor  status.  Each  of  the  Assistant  Secretary's  points  is  analyzed  below. 


805 


B.  The  HSA  would  require  the  Treasury  Department  to  "give  significant  weight 
to  the  common  law  applicable  in  determining  the  employer-employee 
rdationship." 

Under  the  HSA,  the  Treasury  Department  will  devise  a  new  definition  of  "employee."  If 
tajq)ayers  were  to  challenge  the  Treasury  Department's  definition  as  overly  broad,  it  is  difficuh  to 
predict  how  a  court  would  interpret  the  statutory  mandate  that  "significant  weight"  be  given  to  the 
common  law  test.  It  seems  clear  that  "significant  weight"  could  be  givai  to  the  common  law  without 
the  common  law  being  adopted.  Thus,  one  critical  issue  raised  by  such  a  reqmrement  involves  the 
extent  to  whidi  the  Treasury  Departmait  definition  of  "enq»loyee"  could  deviate  fi-om  the  common 
law  test  without  running  afoul  of  its  statutory  mandate. 

From  a  pragmatic  standpomt,  the  ICAA  believes  that  tajq)ayers  would  fiice  a  near  insuperable 
burden  in  successfiiDy  challoigmg  any  Treasury  Department  definition  of  "enq)loyee"  that  reflected 
some  lineage  to  the  common  law.  Requiring  only  that  "significant  weight"  be  given  to  the  connmon 
law  test  provides  no  quantifiable  protection  to  taxpayers,  and  leaves  independent  contractor  status  fai 
too  vuhierable.  The  ICAA  submits  that  such  a  requirement  provides  inadequate  assurance  that  the 
Treasury  Department  would  not  define  employee  in  such  a  way  as  to  inchide  within  its  purview  many 
long-standing,  legitimate  independent  contractor  arrangements. 

C.  The  Treasury  Department  would  anticipate  the  Congress  providing  extensive 
guidance  in  the  form  of  legislative  history,  which  the  Treasury  would  assiduously  follow. 

The  United  States  Supreme  Court  has  cast  substantial  doubt  on  the  reliability  of  legislative 
history  in  molding  the  mtetpretation  of  a  statute.  K^  Blanchardv.  Bergeron.  109  S.  Ct.  939.  947 
(1988).    Nevertheless,  assuming  even  that  the  legislative  history  woidd  be  given  deference  by  a  court 
m  interpreting  the  HSA,  the  legislative  history  cannot  be  evahuted  until  it  is  written.  Since  the  HSA 
provisions  concerning  enq)loyee  status  are  being  offered  as  a  package  of  statutory  provisions  and 
legislative  history,  the  package  cannot  be  cvahiated  on  its  merits  until  both  components  are  presented. 

The  ICAA  submits  that  a  mere  promise  of  fevorable  legislative  history  is  devoid  of  any 
enforceable  assurance  that  legitimate  independent  contractor  relationships  would  be  tolerated  under 
the  HSA. 

D.  The  Treasury  Regulations  containing  the  new  rules  would  be  prospective, 
and  effective  only  for  periods  beginning  no  earlier  than  6  months  after  the  date 
such  regulations  are  promulgated  as  final  regulations. 

The  effective  date  of  the  new  definition  of  employee  is  inelevant  to  the  issue  of  w^at  the  new 
definition  would  provide. 

IL  Unnecessary  Repeal  of  Section  530 

Section  530  of  the  Revenue  Act  of  1978  is  without  question  the  strongest  weapon  available  to 
taxpayers  for  defendmg  against  overly  aggressive  IRS  challenges  to  their  treatment  of  workers  as 
independoit  contractors.  While  a  dilute  based  solely  on  differing  interpretations  of  the  common  law 
test  can  be  lengdiy  and  inordinately  expensive  to  the  taxpayer,  m  cases  w*ere  rehef  under  section  530 
is  available,  the  dispute  can  generally  be  resolved  expeditiously. 

Manv  taxnavprc  could  not  afford  to  finance  a  protracted  di-^    ' '  OAer  t^'^  -"-r-m-  U-.v  tp<rt 
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eiiq)loyee  status,  albeit  without  the  service-recipient  businesses  incurring  prodigious  assessments  in 
the  procete. 

As  explained  in  the  paragraphs  that  follow,  there  is  no  justification  for  the  proposed  changes 
relating  to  section  530. 

The  Joint  Committee  ng  Taxation.  Description  and  Analysis  of  the  Enyloyer  Mandate  and 
Related  Provisions  of  RR.  3600  ("Heahh  Security  Act")  (JCS-1-94)  102,  February  2,  1994  ("Joint 
Committee  Report"),  sUtes  that  the  HSA  would  modify  the  rules  for  determining  a  worker's  sUtus  in 
order  to  prevent  businesses  from  converting  existing  employees  to  independent  contractor  status. 

One  of  the  significant  changes  the  HSA  would  make  to  the  worker  classification  rules  is  that  it 
would  repeal  section  530.  What  noakes  this  change  remarkable  is  that  section  530  provides  absohitely 
no  protection  with  reject  to  any  worker  w4io  has  been  "treated  ...  as  an  enq>loyee  for  any  period." 
Section  530(a)(1)(A).  Specifically,  section  530  protection  is  denied  with  reject  to  the: 

treatment  of  any  individual  for  employment  tax  purposes ...  if  the  ta}q)ayer  (or 
predecessor)  has  treated  any  individual  holdmg  a  substantially  similar  position  as  an 
en^loyee  for  purposes  of  enq)loyment  taxes  for  any  period  beginning  after  December 
31,  1977. 

Section  530(a)(3)  (Emphasis  added).  Inasmuch  as  the  worker  classification  rule  changes  contained  in 
the  HSA  are  intended  to  prevent  a  business  fi-om  converting  existing  enq)loyees  to  independent 
contractor  status,  the  proposed  repeal  of  section  530  is  mystifying.  As  just  demonstrated,  section 
530  already  denies  protection  in  such  cases.  It  follows,  therefore,  that  the  HSA  would  repeal  section 
530  in  order  to  accomplish  some  unstated  objective,  foreign  to  health  care  reform. 

i        Because  of  the  dramatic  impact  the  proposed  changes  relating  to  section  530  would  have  on 
businesses  that  depend  on  indq>endent  contractors,  and  the  utter  absence  of  any  discernible 
justification  for  such  proposed  changes,  the  ICAA  lu-ges  that  section  530  be  left  alone. 

nL  High  Anxiety  For  The  Self-Employed 

The  proposed  changes  to  the  worker  classification  rules  would  discourage  businesses  from 
entering  into  arrangements  with  independent  contractors.  By  permitting  the  Treasury  Department  to 
modify  the  r\iles  for  distinguishing  eiiq)loyees  from  independent  contractors,  the  HSA  would  inDq>ose  a 
looming  uncertainty  over  all  independent  contractor  arrangements. 

Busmesses  would  not  know  when  the  rules  would  be  changed,  and  they  would  not  know  vAm 
the  new  rules  would  provide.  Busmesses  would  likely  react  by  reducing  their  reUance  on  independent 
contractors.  It  is  submitted  that  such  a  consequence  would  be  damaging  to  the  nation's  economy,  in 
addition  to  being  demoralizing  to  the  droves  of  individuals  who  have  been  victims  of  large  corporate 
"downsizings"  and  have  vowed  to  remain  independent  in  order  to  increase  control  over  their 
economic  destiny. 

The  ICAA  submits  that  the  independent  contractor  sector  of  the  economy  should  be  nurtiued, 
not  bludgeoned.  Because  of  the  adverse  iiiq>act  the  worker  classification  dianges  contained  in  the 
HSA  would  have  on  an  individual's  right  to  work  as  an  independent  contractor  and  on  a  business's 
right  to  engage  an  mdependent  contractor,  and  the  absence  of  conq>elling  reasons  for  such  dianges, 
the  ICAA  opposes  such  provisions. 
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The  Small  Business  Legislative  Coimcil  {SBIC)   is  a  permanent, 
independent  coalition  of  nearly  one  hundred  trade  and  professional 
associations  that  share  a  common  commitment  to  the  future  of  small  business. 
Our  members  represent  the  interests  of  small  businesses  in  such  diverse 
economic  sectors  as  manufacturing,  retailing,  distribution,  professional 
and  technical  services,  construction,  transportation,  and  agriculture .  For 
your  information,  a  list  of  our  members  is  enclosed. 

Thank  you  for  this  opportunity  to  testify  on  health  care  reform.  In 
particular,  your  letter  inviting  us  to  testify  asked  us  to  address  two 
specific  aspects  of  health  care  reform:  the  impact  on  the  use  of  independent 
contractors  and  the  inpact  on  S  Corporations. 

Let  me  begin  by  first  addressing  the  independent  contractor  issue.  I  do 
not  believe  we  would  be  having  this  discussion  this  morning,  if  someone  had 
not  seen  fit  to  incorporate  an  entire  subtitle  on  the  subject  in  the 
President's  original  health  care  bill,  specifically  Title  VII,  Subtitle  C. 
Therefore,  my  substantive  remarks  will  address  that  proposal.  However,  let 
me  cut  to  the  chase . 

The  language  included  in  both  the  House  Ways  and  Means  and  Senate 
Finance  Committee  bills  on  this  subject  are  acceptable  to  us  if  a  mandate- 
base  bill  were  to  actually  be  enacted.  Those  committees'  bills  merely 
direct  the  Department  of  Treasury  to  develop  a  proposal  for  transmittal  to 
Congress  at  a  later  date.  As  you  know,  in  previous  testimony  before  the 
Committee  on  Small  Business,  we  have  said  we  believe  it  is  Congress' 
responsibility  to  resolve  the  independent  contractor  issue  and  have  put 
forth  our  own  ideas .  But  we  cannot  accept  the  heavy-handed  proposal 
inserted,  xonnecessarily  I  might  add,  into  the  President's  health  care  reform 
bill.  Let  me  repeat .    Hhile  the  Bouae  Ways  and  Means  and  Senate  Finance 
language  are  acceptable  to  us,  we  do  believe  it  is  a  moot  point  as  we  are 
strongly  convinced  there  will  be  no  need  to  define  "anplqyee"  as  there  will 
be  no  arployer  mandate  in  the  final  health  care  refonabill. 

Further,  we  do  not  think  there  are  any  "half  a  loaf"  alternatives.  For 
example,  some  might  ask,  "Well,  why  can't  we  just  fix  the  prior  audit 
'lottery'  problem  in  Section  530?"  This  provision  allows  a  taxpayer  to 
avail  him  or  herself  of  the  safe  harbor,  if  the  taxpayer  was  audited,  and  the 
issue  was  not  raised  by  the  IRS.  Some  say  that  is  unfair.  Maybe  so,  but  I 
submit  inposing  the  opposite,  only  allowing  a  taxpayer  to  rely  on  an  audit  in 
which  the  status  of  individuals  is  affirmatively  raised  and  approved  by  the 
IRS  is  unfair.  How  in  the  world  will  a  taxpayer  ever  force  the  IRS  to  docu- 
ment such  situations?  As  a  practical  matter,  when  the  taxpayer  prevails  in 
any  audit,  the  paper  trail  is  far  thinner  than  when  the  IRS  prevails.  I 
suspect  that  is  why  the  original  presunption  was  enacted  in  1978.  To  force 
the  IRS  to  do  its  job.  And  frankly  the  odds  of  winning  this  so-called  lottery 
have  greatly  diminished  in  recent  years.  I  cite  as  exaitples,  the  so-called 
"eitployment  conpliance  check"  checklist  that  revenue  officers  use,  and  the 
proposed  guidelines  for  the  non-profit  audits.  Both  specifically  remind  IRS 
staff  to  affirmatively  raise  the  independent  contractor  issue  in  every 
audit .  Perhaps  a  decade  ago,  some  taxpayers  got  lucky,  but  the  IRS  has  since 
installed  institutional  mechanisms  to  reduce  the  odds  of  "lottery  luck." 

I  raise  this  matter  up  front,  because  I  do  want  to  make  it  perfectly 
clear,  that  as  far  as  we  are  concerned,  there  is  no  such  thing  as  a  non- 
controversial  aspect  to  this  issue.  And  if  some  are  inclined  to  "shop 
around"  proposals  at  this  late  date,  they  are  doing  a  disservice  to  our 
collective  efforts  to  achieve  health  care  reform. 

Let  me  also  address  the  Subchapter  S  issue  at  this  point  as  well,  as  we 
have  deferred  to,  but  concur  with,  the  remarks  of  others  on  this  point.  In 
reality,  we  believe  Congress  must  sooner  or  later  come  to  grips  with  the  mis- 
characterization  of  business  earnings  as  persohal  wealth.  Frankly,  we 
believe  it  contributes  to  the  myth  of  "rat  cat"  small  businesses,  milking 
the  system  dry.  If  you  understand  anything  at  all  about  small  businesses, 
you  understand  numbers  on  a  paper  are  one  thing,  the  reality  of  available 
funds  is  another.  Small  business  owners  are  far  less  wealthy  than  an  un- 
informed look  at  a  balance  sheet  or  profit  and  loss  statement  would  suggest . 

We  would  not  have  had  the  bitter  disagreement  with  respect  to  the  inpact 
of  the  Budget  Reconciliation  Act  of  1993  on  small  business  if  it  were  not  for 
the  fact  that  most  small  business  earnings  are  taxed  primarily  as  personal 
income.  I  am  sure  you  would  have  not  gotten  as  strong  an  objection  to  an 
increase  in  top  personal  rates  if  it  was  not  for  the  fact  S  Corporation 
earnings  are  taxed  the  same  way  as  all  other  "personal"  income. 
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I  can  suggest  several  other  areas  in  which  this  blending  of  personal 
wealth  and  business  earnings  creates  problems .  In  the  long  nin,  it  probably 
would  be  better  to  find  a  better  way  to  characterize  such  income  for  tax 
piirposes.  But  I  can  tell  you  this,  the  health  care  reform  debate  is  not  the 
place  to  do  it,  and  the  proposal  on  the  table  will  not  acconplish  this. 

We  «ire  prepared  to  work  with  Congress,  without  the  pressures  of  a  major 
debate  upon  us,  to  find  a  way  to  properly  characterize  small  business 
income .  But  not  now,  not  this  way .  As  I  said,  we  wish  to  associate  ourselves 
with  the  remarks  of  others  as  to  vrtiy  this  is  a  bad  idea . 

Finally,  let  me  discuss  the  Administration' s  original  independent 
contractor  proposal .  While  we  cannot  agree  that  the  potential  problem,  for 
which  the  original  subtitle  was  apparently  crafted,  is  as  bad  as  some  in  the 
Administration  would  have  you  believe,  we  do  understand  the  concern  that 
prompted  the  Administration  to  include  a  "gaming  rule"  in  the  health  care 
bill  to  prevent  coitpanies  from  turning  employees  into  indeperident 
contractors,  we  believe  the  assumption  that  businesses  will  tiom  business 
practices  and  enployee  relationships  on  their  heads,  solely  for  health  care 
purposes,  is  not  realistic.  Be  that  as  it  may,  we  believe  if  a  gaming  rule 
had  to  be  put  in,  that  objective  could  have  been  achieved  by  stating  in  the 
bill,  "For  the  purposes  of  determining  whether  an  individual  is  an  eitployee 
under  the  Health  Security  Act,  federal  employment  tax  law  and  regulation 
will  apply."  Why  someone  decided  this  was  the  time  to  "reform"  federal 
eitployment  tax  law  at  the  same  time,  is  beyond  us. 

We  do  see  this  subtitle  as  an  outright  assault  on  the  ability  of  in- 
dividuals to  become,  and  businesses  to  use,  independent  contractors.  While 
Section  7301  is,  by  far,  the  most  serious  development,  it  is  the  inclusion  of 
Section  7303  which  makes  us  wonder  why  this  subtitle  is  in  this  bill. 

Some  would  say  the  changes  embodied  in  Section  7303,  made  in  what  are 
known  as  Section  530  "safe  harbor"  provisions  of  the  Revenue  Act  of  1978,  are 
minor.  If  you  practice  in  this  area  of  the  law,  you  have  to  come  to  the  exact 
opposite  conclusion.  Someone  has  crafted,  with  surgical  precision,  a 
conplete  rewrite  of  the  Section  530  safe  harbors  to  eliminate  any 
"advantage"  a  taxpayer  may  have  possessed  under  the  Section  and  to  eliminate 
everything  the  IRS  did  not  like  about  Section  530  safe  harbors. 

The  major  changes  are  in  the  three  specified  substantive  safe  harbors  of 
Section  530,  and  the  one  "catch-all"  safe  harbor. 

The  first,  current  safe  harbor  is  based  on  judicial  precedents, 
published  rulings,  and  determinations  made  with  respect  to  the  taxpayer. 
The  scope  has  been  narrowed  to  include  just -written  determinations  issued  to 
the  taxpayer.  This  eliminates  any  opportunity  for  taxpayers  to  use  old  case 
law  or  revenue  rulings.  For  exairple,  in  the  construction  area,  there  are 
many  old  favorable  Court  of  Claims  cases,  finding  installers  to  be 
independent  contractors. 

The  second  current  safe  harbor  pertains  to  audits .  Under  current  law,  a 
taxpayer  can  utilize  this  safe  harbor,  if  an  audit  is  conducted  and  the  IRS 
fails  to  bring  up  the  issue  of  enployment  classification.  Under  the  revised 
language,  the  audit  safe  harbor  is  only  available  if  the  IRS  has  affirm- 
atively raised  the  issue  and  given  the  taxpayer  a  clean  bill  of  health. 

The  third  safe  harbor  is  based  on  industry  practice.  The  bill  does  not 
change  the  language,  but  includes  a  provision  that  actually  terminates  the 
availability  of  the  safe  harbor  if  the  IRS  uses  its  new  authority  granted  by 
Section  7301,  which  we  will  address  in  a  moment,  to  write  rules  on  enployment 
status  or  to  issue  other  authority  such  as  a  revenue  ruling.  In  recent 
years,  the  industry  practice  safe  harbor  has  been  the  one  of  most  interest  to 
small  bu:»iness.  The  IRS  and  taxpayers  have  been  struggling  over  what 
evidence  is  necessary  to  demonstrate,  industry  practice .  Of  the  three 
specified  safe  harbors,  elimination  of  the  ability  to  use  industry  practice 
would  probably  have  the  most  significant  iitpact  on  small  business. 

Finally,  in  current  law,  there  is  language  vrtiich  permits  a  taxpayer  to 
prove  there  was  "a  reasonable  basis"  for  "not  treating  an  individual  as  an 
enployee."  In  very  recent  times,  this  has  proven  to  be  a  popular  argument  to 
make.  Two  prominent  recent  cases.  Critical  Care  and  Queensgate,  demonstrate 
the  courts  are  inclined  to  give  the  taxpayer  the  benefit  of  the  doubt  under 
Section  530,  that  it  had  a  reasonable  basis  for  not  treating  an  individual  as 
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an  eirployee .  There  are  a  host  of  potential  arguments  a  taxpayer  could  make 
as  a  reasonable  basis.  The  Critical  Care  and  Queensgate  cases  illustrate 
only  two.  The  IRS  has  replaced  it  with  a  fourth  specific  safe  harbor  based  on 
"substantial  authority." 

When  you  coirpare,  we  believe  it  is  quite  apparent  how  Section  530  has 
been  whittled  down  to  a  shadow  of  its  former  self .  And  for  what  purpose?  To 
prevent  gaming  of  the  health  care  system,  or  to  clean  up  "old"  problems?  We 
think  the  changes  are  obvious  even  without  knowing  the  nuances  of  this 
issue.  The  following  chart  conpares  the  "before"  and  "after"  Section  530 
safe  harbors .  The  bold  emphasis  is  SBLC'  s,  and  explanatory  words  added  by 
SBLC  are  bracketed. 


CURRENT  SECTION  530 

judicial  precedent,  published  rulings, 
technical  advice  with  respect  to  the 
taxpayer,  or  a  letter  ruling  to  the 
taxpayer. 


a  past  IRS  audit  of  the  taxpayer  in 
which  there  was  no  assessment 
attributable  to  the  treatment  (for 
employment  tax  purposes)  of  the 
individuals  holding  positions 
substantially  similar  to  the  position 
held  be  this  individual 


longstanding  practice  of  a  significant 
segment  of  the  industry  in  which  such 
individual  was  engaged 


the  individual  shall  be  deemed  not  to  be 
an  employee  unless  the  tax-payer  had  no 
soaseuabl*  Jba?ia  for  not  treatinc,  such 
individual  as  an  employee. 


PROPOSED  LANGUAGE  OF  SECTION  7303 

in  reasonable  reliance  [only]  on 
a  written  determination  issued  to 
or  in  respect  of  the  taxpayer  that 
addressed  the  employment  status 
of  the  individual  or  an 
individual  holding  a 
substantially  similar  position. 

in  reasonable  reliance  on  a 
concluded  Internal  Revenue 
Service  audit  of  the  taxpayer  — 
(i)  which  was  for  a  period  in 
which  the  rules  for  determining 
employment  status  were  the  same 
as  for  the  period  in  question; 
and,  [only]  (il)  in  wiiich  the 
eaploymant  status  of  the  in- 
dividual or  any  individual 
holding  a  substantially  similar 
position  was  examined  witAout 
change  to  any  such  individual's 
status 

in  reasonable  reliance  on  a 
longstanding  recognized  practice 
of  a  significant  segment  of  the 
industry  in  which  the  individual 
is  engaged;  [but]   TERMINATION  OF 
INDUSTRY  PRACTICE  SAFE  HARBOR - 
The  taxpayer  shall  not  be 
considered  to  meet  the  [industry 
practice]  safe  harbor  requirement 
with  respect  any  individual  for 
(i)  any  period  beginning  after 
the  date  on  which  the  Secretary 
prescribed  regulations  pursuant 
to  [Section  7301  of  the  bill]  or 
(ii)  any  p>eriod  if  the  treatment 
of  such  individual  in-consistent 
with  any  regulation,  Revenue 
Ruling,  Revenue  Procedure,  or 
other  authority  published  the 
Secretary  before  the  beginning  of 
such  period. 

supported  by  substantial 
authority . 


(Note:  This  last  safe  harbor,  the  "reasonable  basis, "  was,  and  is,  the 
catch-all  under  current  law.  In  1991,  the  IRS  lost  two  prominent  cases. 
Critical  Care  and  Queensgate  where  the  taxpayer  used  the  reasonable  basis 
defense.  Clearly  the  line  of  reasoning  used  by  the  courts  in  those  cases  say 
much  about  how  Section  530  was  intended  to  be  interpreted,  and  how  the  IRS 
would  like  to  interpret  it . ) 
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These  changes  are  significant,  but  the  real  rub  is  even  the  current  safe 
harbors  do  not  provide  any  protection  to  employers  intent  on  changing  their 
business  practices  to  avoid  health  care  costs . 

Because  of  consistency  requirements  included  in  current  Section  530, 
the  Section  530  safe  harbors  are  already  of  little  value  to  anyone  who  would 
only  notr,   consider  "gaming"  the  system!  As  it  stands  undar  tba  current  law. 
Section  530,   a  business  can  only  treat  the  individual  "not  as  an  anaalovee" 
(the  law  states  it  in  the  negative) .  if  the  individual  was  never  treated  as 
an  '"v^ipvee  by  the  business  and  if  no  other  individual  is  holding  a 
svJystantiallv  *^""'  '■■'•  position  as  an  emD.''.ovee . 

We  submit  to  you,  it  is  not  clear  to  us  how  a  business  that  decides, 
because  of  health  care  reform,  to  attempt  to  switch  enployees  for  the  first 
time,  could  use  the  Section  530  safe  harbors  anyway,  cleaned  up  or  not.  So, 
why  make  very  significant  changes  to  the  Section  530  safe  harbors  unless  you 
are  trying  to  clean  up  fourteen  years  of  everything  someone  perceived  as 
being  wrong  with  Section  530?  And  why  do  it  in  a  health  care  reform  measure? 

As  troubling  as  all  of  these  changes  to  the  Section  530  safe  harbors  may 
be,  it' s  not  as  troubling  as  the  changje  made  by  Section  7301 .  This  section 
gives  the  IRS  the  authority  to  establish  en?5loyment  status  rules . 
Section  7301  effectively  overrides  the  provision  of  Section  530  of  the 
Revenue  Act  of  1978  that  prohibits  the  IRS  from  issuing  regulations  on 
"enployment  status . "  "Enployment  status"  translates  into  establishing 
regulatory  criteria  to  replace  or  modify  common  law  rules.  While  it  may  be 
true  the  bill  does  not  rewrite  the  rules,  or  that  giving  the  IRS  the 
authority  to  write  the  rules  does  not  mean  the  IRS  will  necessarily  use  that 
authority  or  abuse  it,  this  ignores  the  fact  that  giving  the  IRS  the 
unilateral  authority  to  write  the  rules  is  what  is  at  issue,  and  is  in  and  of 
itself,  a  big  deal . 

This  language  overturns  an  affirmative  prohibition  against  the  IRS 
writing  the  rules,  a  prohibition  that  has  been  in  place  in  one  form  or 
another  since  1978. 

One  of  the  central  arguments  in  the  late  1970s,  early  1980s,  was  the  IRS 
should  not  have  the  unilateral  authority  to  set  classification  standards  as 
it  has  a  bias  toward  employee  classifications.  What  evidence  is  available, 
does  indicate  that  most  classification  efforts  by  the  IRS  still  end  up  with 
an  initial  determination  in  favor  of  employee  status. 

It  is  not  that  we  have  our  heads  in  the  sand.  We  do  believe  that 
ultimately,  objective  classification  standards  must  be  set.  In  recent 
times,  small  business  groups,  including  SBLC,  have  argued  that  Congress 
should  be  the  one  to  set  the  standards,  not  the  IRS.  We  are  quite  comfortable 
making  the  assertion  that  we  can  demonstrate  a  history  of  constructive 
efforts  by  SBLC  to  resolve  the  independent  contractor  dilemma,  including 
proposals  for  objective  standards . 

The  Administration  did  make  some  changes  to  Section  7301  between  the 
delivery  of  the  language  by  the  President  and  formal  introduction  as 
S.  1757. 

In  the  final  version,  in  formulating  the  rules,  the  IRS  is  to  "give 
significant  weight  to  the  common  law  applicable  in  determining  the  enployer- 
enployee  relationship."  What  difference  that  makes  is  unclear,  since  almost 
all  parties  (including  congressional  committees)  appear  to  agree  the  common 
law  tests  can  be  interpreted  any  way  the  IRS  would  like. 

Second,  the  new  language  does  clarify  the  IRS  cannot  use  this  new 
authority  to  override  the  statutory  provisions  specifically  protecting 
direct  .-ellers  and  real  estate  agenta .  This  is  a  positive  inprovement . 

Third,  the  regulations  take  effect  6  months  from  the  date  of 
promulgation  and  the  Secretary  of  Treasury  must  submit  a  report  to  Congress 
upon  issuance  of  the  regulations,  including  an  explanation  of  their  purposes 
and  the  issues  they  are  designed  to  address.  It  is  my  understanding  this  is 
designed  to  mitigate  the  iitpact  of  giving  the  IRS  the  unilateral  authority 
to  write  employment  status  rules,  by  arguing  business  will  have  6  months  to 
convince  Congress  to  reject  the  rules. 


812 


-5- 


However,  there  is  no  affirmative  requirement  that  Congress  must  review 
and  act  on  the  rules.  If  you  want  to  be  downright  cynical  about  it,  and  most 
small  business  owners  are  when  it  comes  to  the  IRS,  if  you  pick  the  right 
6-month  window,  for  exaitple,  just  as  Congress  adjourns,  perhaps  just  before 
an  election,  there  is  no  way  a  new  Congress  would  be  in  any  position  to  act, 
even  if  small  business  could  mount  a  push  to  enact  legislation  to  override 
any  such  regulations . 

We  believe  it  is  apparent,  from  the  above  analysis,  the  changes  proposed 
are  a  big  deal  for  the  many  small  businesses  which  have  lived  with  this  issue 
for  many  years.  At  the  same  time,  we  still  cannot  understand  why  the  health 
care  reform  bill  was  chosen  as  the  vehicle  to  make  these  changes .  We  hope  it 
does  not  daitpen  the  impetus  for  health  care  reform  and  overshadow  the  good 
work  the  Administration  has  done  to  further  the  cause  of  health  care  reform. 

Having  discussed  the  specifics,  we  would  like  to  expand  for  a  few 
moments,  on  what  independent  contracting  means  in  the  small  business 
community. 

We  are  always  troubled  by  the  fact  that  small  business  is  challenged  for 
its  use  of  independent  contractors,  rather  than  an  analysis  beginning  with 
an  examination  of  the  benafits  that  tltm  from pranoting  independent 
contractors  and  antrspraneurial  activity.    We  would  like  to  start  our 
examination  with  a  sinple  statement  with  which  we  believe  most  Americans 
would  agree . 

"The  right  to  start,  own,  and  manage  one' s  own  business"  -  the 
American  Dream.  It  seems  like  a  principle  we  all  automatically 
assume  is  as  much  a  part  of  our  nation' s  heritage  as  the 
Constitution  and  the  Bill  of  Rights.  After  all,  Thomas  Jefferson' s 
independent  yeoman  farmers  were  the  forbearers  of  our 
entrepreneurial  sector.  Our  nation  is  built  upon  a  foundation  of 
individual  opportunity. 

Back  in  the  1970' s,  Milton  D.  Stewart,  appointed  by  President  Carter  as 
the  first  Chief  Counsel  for  Advocacy  for  Small  Business,  articulated  the 
need  for  an  economic  bill  of  rights.  In  addition  to  the  right  to  start,  own, 
and  manage  one' s  own  business,  Stewart  also  asserted  the  economic  bill  of 
rights  should  include  the  right  to  live  in  an  economically  diverse  society 
and  that  all  citizens  have  an  equal  entrepreneurial  right  to  participate  in 
our  free  enterprise  system,  regardless  of  such  factors  as  race,  creed,  or 
sex.  He  once  observed: 

"As  Jefferson  realized  at  the  nation' s  birth,  economic 
independence  is  the  only  guaranty  of  political  liberty.  This 
country's  14  million  small  businesses  provide  14  million  sources, 
not  only  for  economic  opportunity,  but  also  for  that  liberty. 
Every  one  of  this  nation' s  business  owners  can  say  anything  he  or 
she  pleases .  No  one  can  fire  these  people  or  take  their  jobs  away . 
If  you  spread  the  wealth  and  power  in  society,  you  inevitably 
spread  freedom.  The  larger  the  small  business  sector,  the  more 
equality  of  opportunity  we  have  for  individuals  and  the  safer  our 
freedom  of  expression  is  from  abuse.  Small  business  fosters 
creativity  and  innovation.  It  is  the  bulwark  against 
concentration  and  the  remorseless  abuses  of  power  to  which  that 
leads . " 

While  we  seem  to  accept  the  belief  that  there  is  a  right  to  start,  own, 
and  manage  one' s  own  business,  we  have  never  had  a  formal  game  plan  to  ensure 
that  riwht  is  encouraged,  promoted,  and  exercised.  Just  as  c:n  exaitple,  we 
might  note,  despite  the  fact  there  are  some  20  million  sole  proprietors, 
partners,  and  S  Corporation  shareholders.  Congress  has  chosen  to  permit  such 
individuals  to  deduct  only  25  percpent  of  their  own  health  care  costs;  and 
that  provision  is  subject  to  annual  renewal .  We  ask  you  —  what  signal  does 
that  send  to  entrepreneurs? 

The  1, 600  delegates  to  the  1980  White  House  Conference  on  Small  Business 
agreed  there  was  a  need  to  articulate  a  small  business  bill  of  rights .  Their 
recommendation  went  beyond  Stewart' s  original  set  of  rights,  but  they 
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reflect  the  concern  regarding  the  need  for  such  an  economic  bill  of  rights. 
The  resolution  adopted  by  the  delegates  reads  as  follows: 

America's  Small  and  Independent  Bill  of  Rights 

"The  American  Dream  is  to  be  an  owner  of  one' s  own  business .  Almost 
everyone  has  had  the  dream,  and  millions  of  Americans  have  lived 
it .  The  American  Dream  is  the  cornerstone  of  our  200-year-old 
American  Heritage  and  also  is  the  reason  for  our  country' s  position 
as  the  most  economically  powerful  nation  in  the  world  today.  Could 
we  have  achieved  this  status  as  a  nation  if  we  had  not  been 
presented  with  opportunity  unencumbered  by  government  regulation? 
Could  we  have  achieved  this  nation' s  status  if  entrepreneurs  had 
not  had  the  fortitude  and  shown  the  initiative  to  take  advantage  of 
opportunity  when  it  presented  itself?  America  was  founded  on  the 
principle  of  each  individual's  fundamental  rights,  i.e..  Freedom 
of  Speech,  Freedom  of  Religion,  Freedom  of  the  Press,  Freedom  of 
Assembly,  Freedom  to  Bear  Arms,  etc.,  fundamentally,  the  Right  to 
'Life,  Liberty,  and  the  Pursuit  of  Happiness. '  The  Pursuit  of 
Happiness  can  and  does  take  the  form  of  one  going  into  business  for 
oneself,  the  fulfillment  of  the  American  Dream. 

"Now,  therefore,  in  consideration  of  the  foregoing  and;  whereas 
the  Small  Business  Community  is  represented  by  some  14  million 
small  and  independent  businesses,  and;  whereas  these  14  million 
businesses  represent  100  million  people  and  58  percent  of  all 
private  sector  jobs  in  America  and;  whereas  97  percent  of  all  newly 
created  jobs  in  the  past  seven  years  have  been  created  among  these 
14  million  small  and  independent  businesses  representing 
48  percent  of  America's  gross  business  product  and;  whereas 
50  percent  of  all  new  inventions,  innovations,  and  patents  are 
developed  in  the  small  and  independent  sector  of  American 
business . . . 

"Therefore,  be  it  resolved  that  said  14  million  small  and 
independent  businesses  have  fundamental,  inalienable,  and 
constitutional  rights: 

1 .  Zbe  right  to  start,   own,  and  manage  a  business  without 
govemoBnt  interference. 

2 .  The  right  to  cortpete  fairly  for  capital  with  assurance 
that  capital  will  be  available  for  private  use. 

3.  Zba  right  to  reward  for  the  risk,  effort,  and  genius 
necessary  to  make  an  independent  business  work. 

4 .  The  right  to  determine  price  just  as  the  buyer  has  the 
right  to  buy  or  not  at  that  price . 

5 .  The  right  to  be  governed  by  reasonable  and 
understcindable  laws  set  forth  by  elected 
representatives,  not  by  bureaucratic  dictate. 

6.  The  right  to  be  innocent  lontil  proven  guilty  by  a  jury  of 
our  peers;  not  by  administrative  edict. 

7.  The  right  to  equal  representation  with  Big  Business,  Big 
Labor,  and  Government  on  matters  relating  to  America's 
economic  polices . ''  [emphatic  added] 

It  seems  particularly  appropriate  today  to  review  this  small  portion  of 
oiir  economic  history  which  stretches  from  the  founding  fathers  to  the 
delegates  of  the  1980  White  House  Conference,  because  the  independent 
contractor  is  the  quintessential  realization  of  the  American  Dream. 

To  us,  independent  contracting  is  both  the  embodiment  of  the  American 
Dream  and  the  means  by  vrtiich  it  becomes  an  achievable  dream.  The  essence  of 
the  American  spirit  is  individual  opportunity.  For  most  "would  be" 
entrepreneurs,  the  only  asset  they  can  bring  to  their  new  business  is  their 


814 


-7- 


own  skills.  Few  small  businesses  start  out  with  the  venture  capital, 
informal  or  formal,  to  open  their  business  on  day  one,  coirplete  with 
enployees,  assets,  suppliers,  and  customers .  Independent  contractor  status 
is,  in  fact,  the  first  step  on  the  small  business  ladder.  The  risk  of 
becoming  an  independent  contractor  is  a  very  limited  but  direct  risk.  If  I 
fail,  I  do  not  eat .  I  do  not  have  the  comfort  of  punching  a  time  clock  and 
knowing  the  check  will  be  there  on  payday.  But  if  I  am  a  success,  I  do  not 
carry  the  burden  of  that  time  clock  on  my  back.  We  are  sure  that  few 
individual  independent  contractors  want  to  remain  one  person  operations, 
but  that  is  clearly  the  avenue  of  opportunity. 

To  us,  therefore,  it  seems  clear  why  individuals  would  seek  to  become 
entrepreneurial  independent  contractors.  The  choice  is  theirs  to  make,  and 
the  risks  and  rewards  theirs  to  evaluate.  Likewise,  it  is  equally  clear  to 
us  why  the  nation  benefits.  Not  only  does  it  reflect  our  heritage  of 
individual  opportunity,  entrepreneurial  activity  brings  with  it 
innovation,  creativity,  productivity,  and  economic  growth. 

Therefore,  the  first  thing  Congress  should  do  is  to  establish  that 
encouraging  independent  contractors  is  consistent  with  our  nation' s 
economic  heritage  and  social  philosophy.  Let  us  make  it  clear  it  is  a  good 
thing  to  do.  All  public  policy  should  be  built  around  a  presumption  that  we 
should  encourage  Americans  to  start,  own,  and  manage  a  business,  not  a 
presunption  they  are  "misclassifications." 

If  it  is  clear  to  us  why  independent  contractors  seek  the  status  and  why 
the  nation  benefits,  we  are  not  convinced  it  is  well  understood  in  public 
policy  circles  why  the  availability  of  independent  contractors  is  critical 
to  the  survival  of  other  small  businesses.  To  explain  why  they  are  a 
critical  cog  in  a  functioning  small  business  economy,  we  must  lapse  briefly 
into  public  policy-speak.  A  service  provider  is  an  independent  contractor. 
The  service  recipient  is  the  business  that  utilizes  them.  It  might  be  more 
accurate  to  refer  to  the  service  recipient  as  a  service  expediter,  for 
frequently  the  general  public  or  other  customers  are  the  beneficiaries  of 
the  service,  not  the  so-called  service  recipient. 

Nevertheless,  the  service  recipient  does  benefit  from  the  independent 
contractor  relationship.  As  remains  too  often  the  case,  sinister  motives 
are  attributed  to  the  business  that  utilizes  an  independent  contractor. 
Most  of  these  motives  relate  to  tax  liability.  The  truth  is,  behind  most 
decisions  to  use  independent  contractors,  you  can  find  the  word 
flexibility-  the  hallmark  of  a  successful  small  business. 

In  the  dynamic  tension  between  big  and  small  business,  the  tradeoff  is 
between  economies  of  scale  and  flexibility.  In  a  big  business,  enough  work 
may  be  found  to  employ  one  individual  with  a  particular  skill  or  asset .  If 
the  market  or  technology  changes,  many  big  businesses  find  themselves  caught 
with  resources  that  are  no  longer  productive  or  efficient. 

On  the  other  hand,  if  the  work  is  not  there  for  the  skill  or  asset  which 
the  individual  can  provide,  the  small  business  owner  is  either  going  to  tap 
an  independent  contractor  or  not  provide  the  service.  Too  often  big 
businesses  must  try  to  force  the  market  to  adjust  to  them.  In  the  small 
business  sector,  the  business  adjusts  to  the  market.  If  a  market  or  demand 
changes,  the  small  business  is  able  to  adapt  to  it.  If  new  skills  and  new 
technology  are  needed,  the  small  business  can  re-tool  itself  for  those 
changes.  Responding  sooner,  faster,  better,  and  more  efficiently  is  what 
allows  small  businesses  to  survive,  coirpete,  and  prosper.  Utilizing 
independent  contractors  is  part  of  that  success  story.  Mandating  that  the 
individual  be  reclassified  cs  an  enp'.oyee  solvet;  nothing,  because 
inefficiency  and  excess  capacity  is  a  quick  route  to  bankruptcy. 

At  the  same  time,  an  independent  contractor  can  maintain  a  standard  of 
living  and  a  way  of  life,  and  keep  skills  and  assets  in  the  marketplace 
available  to  a  number  of  industry  participants.  Utilizing  an  independent 
contractor  facilitates  the  sale  of  the  service  recipient's  goods  or  service. 
Because  the  services  or  assets  of  the  service  provider  and  service  recipient 
are  mutually  interdependent  does  not,  and  should  not,  lead  to  the  conclusion 
the  relationship  should  be  that  of  eitployer-employee . 
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Sadly,  the  chasm  between  the  rhetoric  of  embracing  small  business  and 
promoting  it  through  meaningful  public  policy  is  a  wide  one.  This  has  been 
most  evident  in  the  government' s  past  history  on  the  use  of  independent 
contractors  by  other  small  businesses.  In  short,  the  policy  has  been  to 
aggressively  reclassify  independent  contractors  as  errployees.  We  can  only 
speculate  as  to  the  various  reasons  for  this  policy,  but  we  are  certain  it  is 
not  based  on  the  presumption  that  independent  contractors  represent  the 
achievement  of  the  American  Dream. 
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